
EXHIBIT 3 



FORM 10-Q 
MCIINC - MCIP 

Filed: November 04, 2004 (period: September 30, 2004) 

Quarterly report which provides a continuing view of a company's financial position 



Table of Contents 

PART I 

l.ttm..l. Condensed Consolidated Financial Statements (Unaudited) 

ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 

ITEM 3. QUANTITATIYE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

ITEM 4. CONTROLS AND PROCEDURES 

PART II 

ITEM 1. LEGAL PROCEEDINGS 

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

ITEM 3. DEFAULTS UpON SENIOR SECURITIES 

ITEM 4 SUBMISSION OF MATTERS TO A YOTE OF SECURITY HOLDERS 

ITEM 5. OTHER INFORMATION 

ITEM 6. EXHIBITS 

SIGNATURE 

EXHIBIT INDEX 

EX-31 1 

EX-31.2 

EX-32 (Certifications required under Section 906 of the Sarbanes-Oxley Act of 2002) 



Table of Contents 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM lO-Q 
(Mark Onc) 

o QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ending September 30, 2004 

or 

D TRANSITION REPORT PURSUANT TO SECTION 13 OR I5(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from ____ '0 ___ _ 

Delaware 
(State or other jurisdiction 

of incorporation or organization) 

22001 Loudoun County Parkway, 
Ashburn, Virginia 

(Address of principal executh'e orflces) 

Commission File Number 001-10415 

Mel, Inc. 
(Exact name of registrant as specified in its charter) 

20-0533283 
(I.R.S. Employer 

Identification No.) 

20147 
(Zip Code) 

Registrant's telephone number, including area code: (703) 886-5600 

Indicate by check mark whether the registrant (I) has filed all reports required to be filed by Section 13 or IS(d) ufthe Securities Exchange Act of 1934 during 
the preceding 12 months-.i9r for such shortcr period that the registrant was required to file such reports), and (2) has becn subject to such filing requirements for 
the past 90 days. Yes [8] No 0 
Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes [E] No 0 
Indicate by check mark whether the registrant has filed all documents and reports required to kfiled bY..,Sections 12, 13 or IS(d) of the Securities Exchange Act 
of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes [8] Nu U 

As of September 30, 2004, there were 317,883,234 shares ofMCI common stock outstanding. 



Table of Contents 
TABtE OF CO~TEI'iTS 

PART I 

fiNANCIAL INfORMATION 

Item 1. 

Item 2. 
Item 3. 
Item 4. 

Condensed Consolidated financial Statements (Unaudited) 
Condensed consolidated statements of operations [or the thrl'\, and nine month periods ended Septemher iO 2004 and 2003 
Cpndrmrt! CQnso!jdjlh·jI balanq' sheets ilS q[Scptelllbl'r 30 )004 aile! DI'!"t'mber 31 'IoP3 
Cpndl'DSl'I1 mJlSoJida!ed stal!'ulI'uls ofcilsb flowS tllr till' oilll' ·wpntb Q!'riqds endcd Sentelllhcr 10 "1004 ilnd "lO{l3 
Nol!'s !pc!lndl'lw't! cO]lSo!jdj!!rd financia! statements 
ManilPenwpl's Piscussion ami Analysis offjndllcial Couditiqn and RCSJ!lts o(Operations 
Quantjta1iw am! Opp!jtatjw Djsc!o;mrrs abQ!!! Market Rjsk 
Controls and Prored!!res 

OTHER INfORjyli\T10N 

Item I. 
Item 2. 
Item 3. 
Item 4. 
Item 5. 
Item 6. 

Siwlw:l: 

I cpal Proccesijm's 
I 1nrcpjstqed Sales of Eqpity Seqlritics and 1 Tse of proCeeds 
Dl'faJllrsl ' !?oll Senior Srnlrjtics 
Submission 91' l\ht!qs to a Vms pf Sf'!wjry Ilqltlc[§ 
Qlhl'[ Inljll"JlJatiqn 

~ 

2 

3 
4 
5 
6 

32 
57 
57 

59 
60 
60 
60 
60 
60 
61 



Table of Contents 
Mel, I~C. Al'iD St:BSIDIARIES 

L"l\AL"DITF:D COl\DEl\SED CO!\SOLIDATED STATEME!\,TS OF OPERATIOl\S 
(In Millions, Except Per Share Data) 

Revenues 
Operating expenses: 
Access costs 
Costs of services and products 
Selling, general and administrative 
Depreciation and amortization 
Loss on property dispositions 
Impairment charges related to property, plant and equipment 
Impairment chargcs rclatcd to intangiblc asscts 

Total operating expenscs 
Operating (Joss) income 
Other (expense) incomc. nct: 
Interest expense (contractual interest of S601 and S I ,R24 for the three and nine- month periods 
ended September 30, 2003, rcspectively) 
Misccllaneous incomc, net 
Reorganization items, net 

(Loss) income from continuing operations bcforc incomc taxcs, minority interests and 
cumulative effect of a change in accounting principle 
Income tax (benefit) expense 
Minority intcrests. net of tax 

(Loss) income from continuing operations before cumulative effect of a change in accounting 
principle 
Net income (loss) from discontinlled operations 

(Loss) income before cumulative effect of a change in accounting principlc 
Cumulative cffed of a change in accounting principle 

Net lloss) income 

Basic and dilutcd (loss) income pcr share: 
Continuing operations 
Discontinued operations 

Loss per share 

Basic and diluted shares used in calculation 

Succcnur 

Cumpan~-

t'redcccssor 

C()mpan~· 

Threl'-.'Iunth Periud 

Ended September JO, 

200-1 

S 5,076 

2,580 
629 

1.246 
493 

7 
2,775 

738 

R,4M! 
(3,392) 

(104) 
35 

(3,461 ) 
(61 ) 

(3,400) 
2 

(3.398) 

5(3,398) -
S(10.66) 

0.01 

S(10.65) -
319.1 

S 

S 

200J 

5,969 

2,989 
646 

1.647 
602 

8 

5,892 
77 

(19) 
87 

(110) 

15 
80 

(45) 
(10) 

(55) 

(55) 

Sec accompanying notcs to unaudited condensed consolidated financial statements. 
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Successor 

Compafl~' 

t'redccessor 

Cnmpafl~ 

:'iine-:\Iunth !'eriud 

EndN\ Septrmbl'r 30. 

10()-I 

S15,716 

8,156 
1,915 
4.174 
1,583 

2.775 
738 

19,341 
(3,625 ) 

(299) 
60 

(3,864 ) 
(8) 

(3,856) 
(11 

(3,8571 

S (1,857) 

S(12.00) 

S(12 .00) -
321.4 

S 

S 

100J 

18,720 

9.067 
2,OH4 
4,843 
1,720 

14 

17,728 
992 

(80) 
28 

(4701 

470 
252 

(6) 

224 
(4) 

220 
(215) 

5 
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Current assets: 
Cash and cash equivalents 

J\lCI, II\C. Al\D SLBSIDIARIES 

~M~DlTED CO~()E/(SED COI\SOLlDATW BALA/(CE SHEETS 
(In i\lillions, Except Share Data) 

ASSETS 

Accounts receivable, net of allowance for doubtful accounts of SR~9 as of September 30, 2004 and S I, 762 as of 
December 31, 2003 
Deferred faxes 
Other current assets 
Assets held for sale 

Total current assets 
Property, plant and equipment, net 
Intangible assets, net 
Deferred taxes 
Other assets 

LIABILITIES A/(D SHAREHOLDERS' EQUITY 
Current liabilities: 
Aceollnts payable 
Accrued access costs 
Current portion of long--term debt 
Accrued interest 
Other current liabilities 
Liabilities of assets held for sale 

Total current liabilities 
Long term debt, excluding current portion 
Deferred taxes 
Other liabilities 
Commitments and contingencies (Note 13) 
Minority interests 
Shareholders' equity: 
Mel common stock, par value SO.O I per share; authoriled: 3.000,000,000; issued and outstanding 317,883.234 as of 
September 30,2004 and 314,856,250 as of December 31,2003 
Additional paid ·-in capital 
Deferred slock based compensation 
Accumulated deficit 
Accumulated other comprehensive loss 

Total shareholders' equity 

See accompanying notes to unaudiled condensed consolidated financial statements. 
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Succe~sor COlllpalJ~ 

As of 
Septemher 30. 

200-1 

S 5.588 

2,972 
964 
718 

33 

10,275 
6,134 
1,076 

1 
306 

51U92 -
$ 880 

1,783 
35 

197 
2,907 

28 

5.830 
5,903 
1,096 

561 

3 
8.496 
(131 ) 

(3,857) 
(9) 

4.502 

517.892 -

As of 
J)('ccmbcr -'I, 

20U) 

S 6.17H 

4,348 
990 
836 
176 

12,528 
11,538 
2,085 

60X 
711 

S 27,470 

S 1,722 
2,349 

330 
25 

4,361 
23 

8.810 
7,117 
[,207 

714 

1.150 

3 
8,639 

(170) 

8.472 

$ 27.470 
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1\'ICI, 11\C. A;\D St:BSIDIARIES 

l~AlDlTm CO:\DF.~SED CO~SOLIDATF.D STATEME~TS OF CASH FLOWS 
(In :\'Iillions) 

OPERATIl\G ACTIVITIES 
Nd (loss) income 
Adjustments to reconcile net (\oss) income to net cash provided by operating activities: 
Depreciation ilnd amortization 
Charges related to impairment of property. plant and equipment and intangible assets 
Cumulative effect of a change in accounting principle 
Minority interests, net of tax 
Net realizcd gain on sale of investments 
Bad debt provision 
Loss on sale of property, plant and equipment 
Gain on sale of assets held for sale 
Deferred tax provision 
Noncash reorganization charges 
Amortization of debt discount 
Stock-based compensation expense 
Loss (income) from equity investments 
Other 
Changes in assets and liabilities: 
Accounts receivable 
Other current assets 
Non-current assets 
Accollnts payable and accrued access costs 
Other current liabilities 
Other liabilities 

Net cash provided by operating activities 
I1\'VESTI1\'G ACTIVITIES 
Additions to property, plant and equipment 
Proceeds from sale of property, plant and equipment 
Proceeds from the sate of non-corc assets 
Proceeds from the sale of investments 
Cash paid for acquisitions, net of cash received 

Net cash used in investing activities 
FIl\A~CIl\G ACTIVITIES 
Principal repRyments on debt 
Cash restricted for line of credit 
Dividends paid on common stock 
Other 

Net cash (used in) provided by financing activities 

Net change in cash and cash equivalents 
Net change in cash and cash equivaJcnts from discontinued operations 

CASH AND CASH EQll\'ALENTS AT 8EGI~~I~G OF PERIOD 
CASH A!\D CASH EQl:IVALEi\TS AT E1\D OF PERIOD 

SLJPPLEl\-lE1\'TAL CASH FLOW Il\FORMATIOl\: 
Cash paid for income taxes, net 
Cash paid for interest, net of amounts cupitalizcd 
Cash paid for reorganization items 
Non cash items: 
Convcrsion of preferred stock to common stock 
Unrealized holding loss (gain) on investments 

See accompanying notes to unaudited condensed consolidated financial statements. 
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Successor 
Compan} 

t'redecl.'ssor 
Compan~· 

:,,\inl.'-\lonlh I'eriod 

t:nded Sepll.'mhl.'r 30, 

2004 2003 

5(3,X57) S 5 

1,583 1,720 
3,513 

215 
(6) 

(5) 
514 679 

14 
(9) 

(9H) 3 
312 

114 
23 
25 (H) 

(60) 181 

300 (206) 
92 (421 
38 237 

(7H7) (353) 
(991) (54) 

29 (14) 

424 2.683 

(650) (3791 
39 247 

581 
9 

(13) 

(34) (132) 

(38) (20) 
(141 ) 
(127) 

(591 149 

(365) 129 

25 2,680 
(6151 (91 

6,178 2,820 
S 5,58H S 5,491 

S 50 S 15 
35 

ISH 

58 
7 (81 



Table of Contents 
MCI, 11\C. AI\D SCBSIDIARIES 

I\OTES TO LI\ACDlTED COI\DEI\SED COJ\SOLIDATED FII\AI\CIAL STATEME:\TS 

(l) The Organization and Description of Business 

MCI, Inc., a state of Delaware corporation. (formerly known as WorldCom, Inc .. (the "Predecessor Company" or "WorldCom"') a public corporation organized 
in 19R3 under the laws of Georgia) serves us a holding company for its direct and indirect domestic subsidiaries and foreign affiliates (collectively, the 
"Company"', "Successor Company" or "MCI"). Prior to and inl'luding December 31,2003, all operations oflhe business resulted from the operations of the 
Predecessor Company. All conditions required for adoption of fresh- start reporting were met on December 23. 2003 and the Company selected December 31. 
2003 as the date to adopt the accounting provisions of fresh-start reporting. As a result, the fair value of the Predecessor Company's assets became the new basis 
for the Successor Company's consolidated balance sheet as of December 31, 2003, and all results of operations beginning Janual)l I, 2004 arc those of the 
Successor Company. 

The Company is one of the world's leading global telecommunications companies, providing a broad range of communication services. The Company serves 
thousands of businesses and government entities throughout the world and provides voice and Internet communication services for millions of consumer 
customers. The Company operates one of the most extensive telecommunications networks in the world, comprising network connections linking metropolitan 
centers and various regions across North America, Europe. Asia, Latin America, the Middle East, Africa and Australia. The Company began doing business as 
Mel in 2003. 

In March 2004, the Company realigned its operations into three new business segments and began operating under these segments in the second quarter of 2004. 
Effective with the realignment, the Company's business segments arc as follows: 

Enterprise Markets serves large tt1stomers with complex communication requirements that have previously been served by the Business Markets 
segment, including Glubal Accounts. Government Accounts. Conferencing. and MCI Solutions customers, but excluding medium size commercial 
and wholesale accounts which were previously included in Business Markets. 

L".S. Sales & Sen' ice serves small. mid- sized and corporate customers. In addition. U.S. Sales & Service comprises MCl's consumer operation 
which includes telemarketing, customer service and direct response marketing. 

Inlernational & "'holesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as the 
wholesale accounts previously included in Business Markets. 

On July 21, 2002 (the "Petition Date"), the Predecessor Company and substantially all of its domestic subsidiaries (the "Debtors") filed voluntary petitions for 
relid in the U.S. Bankruptcy Court for the Southern District of Ncw York (the "Bankruptcy Court") under Chapter II of Title II offhe U.S. Bankmptcy Code 
(the "Bankruptcy Code" or "Chapter II "). The Debtors continued to operate their businesses and manage their properties as debtors-in' possession through the 
close of business on April 19, 2004. The Predecessor Company filed its joint Plan of Reorganization (the "Plan") with the Bankruptcy Court and, on October 31, 
2003, the Bankmptcy Court confirmed the Plan. The Predecessor Company emerged from Chapter II 011 April 20, 2004 (the "Emergence Date") and merged 
with lUld into the Successor Company. 

(2) Summary of Significant Accounting Policies 

BliSis of Pre.\·elllatirm 

The condensed l'onsolidated financial statements lind related notes as of September 30, 2004, and for the three and nine month periods ended September 30, 
2004 and 2003, arc unaudited and in the opinion of management include all adjustments, consisting of normal recurring adjustments, necessary for a fair 

6 
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MCI,I1'C. Ar>iD SLBSIDIARI[S 

l\OTES TO t.:l\At.:DlTED COSDEl\:SED COl\SOLlDATED FIl'iAl\CIAL STATE]\.IEl\:TS-(Continucd) 

presentation of the financial position and results ofopcrations of the Company. The operating results for the interim periods arc not necessarily indicative of the 
operating results to be expected for a full year or for other interim periods. As a result of the Company's adoption of fresh start reporting. the consolid;tted 
financial statements of the Successor Company arc presented on a diflerent basis than those of the Predecessor Company and, therefore, arc not comparable in all 
respects. In addition, the Company's consolidated investment in Embmtcl Participlll;iks S.I\. ami subsidiaries ("Embratcl") was sold during the third quarter of 
2004. The Company's statements of operations for the three and nine-month periods ended September 30, 2004 and 2003 and its statements of cash flows for the 
nine"month periods ended September }O, 2004 and 2003 renect Embratel's results of operations and cash flows as discontinued operations. Additionally, the 
condensed consolidated balance sheet as of December 31.2003 and September 30, 2004 arc not comparable due to the removal of these assets and liabilities 
upon consummation of the sale transaction during the third quarter or2004. 

Certain information and footnote disclosures normally included in financial statements prepared in accordance with generally accepted accounting principles in 
the United States of America ("ClAAr") have been condensed or omitted pursuant to instructions. rules and regulations prescribed by the Securities and 
Exchange Commission ("SEC"). Although management believes that the disclosures provided are adequate to make the information presented not misleading. 
mannge111ent recommends that these unaudited condensed consolidated tinancial statements be read in conjunction with the audited consolidated financial 
statements and the related footnotes included in the Company's Annual RepOit 011 Form 10- K for the year ended December 31, 2003 tiled with the SEC on April 
29.2004. 

The Company uses estimates and assumptions in the preparation orits consolidated financial statements in conformity with GAAP. The preparation of these 
financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts ofrevcnues and expenses during the reporting 
period. At·tual results may differ from those estimates. Estimates are used when accounting for revenues and related allowances. allowance for doubtful accounts. 
accmed access costs, deprcciation and amortization of property, plant and equipment and intangible assets, impairment. income taxes, acquisition related assets 
and liabilities, contingent liabilities. and fresh' start reporting. The Company evaluates and updates its assumptions and estimates on an ongoing basis and may 
employ independent third party specialists to assist in its evaluations. 

Bu.\-;.\· of Financial Statement Prepuruthm 

For periods presented subsequent to the Petition Date through December 31, 2003. the aCl:ompallying unaudited condensed consolidated financial statements 
have been prepared in accordance with Statement of Position 90-7, "Fillal/cial ReporlinK by Enlilies in Reorgulli=tl/irm Underlhe BlInkl"llplCl' Cot/e" ("SOP 
907""). Interest was not accrued on debt that was subject to compromise subsequent to the Petition Date. Reorganization items include the expenses, reali7:ed 
gains and losses, and provisions for losses resulting from the reorgani7:ation under the Bankruptcy Code, and arc reported separately as reorganization items in 
the Company's unaudited condensed consolidated statements of operations for the three and nine-month periods ended September 30, 2003. Cash used tor 
reorganization items is disclosed as a supplement to the ul1lHldited condensed consolidated statements of cash flows. 

Stock- bmwl Compen.mtirm 

The Company has two stock-based compensation plans. a Management Restricted Stock Plan ("MRSP") and an Employee Stock Purchase Plan ("ESPP"). which 
provide for the granting of stock' based compensation to 

7 
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I'iOTES TO LI'iALDITED COI'iDEI'iSED CO~SOUDATF:D FII'iA!\CIAL STATEME:\TS-(Continucd) 

management and employees. The Company records compensation expense in its statements of operations for the MRSP. For the ESPP, the Company accounts 
for this plan in accordance with the intrinsic value method of Accounting Principles Board Opinion No. 25, "Acco/llllillg/in' S/oe/.: Issl/ed /0 Employees" CAPS 
Opinion No. 25"), and has adopted the disclosure--only provisions of Statement of Financial Accounting Standards ("SF AS") No. 123. "Accounting/iJ/· 
Stllck-- Based Compensation·' ("SF AS No. 123"). Under the intrinsic value method, compensation expense is recorded on the date of grant only if the eurrenl 
market price of the underlying stock exceeds the cxerr.:ise price orthe stock based award. 

In Decembcr 2002. the financial A(:counting Standards Board (,T ASB'·) issued Sf AS No. 14g, '"Ac("olll11ingjiJr Slock-- Based Compe/lsa/io/l TI"lIJ/silio/l and 
Disc/o.wr(''' ('"SFAS No. 14g"). which became effective for fiscal years ended after De(:ember 15,2002. SFAS No. 14g rcquires that certain pro forma 
infonnation be presented in the Sllmmal)' of significant accounting policies note to the consolidated tinancial statements, assuming the Company recognized its 
stock-based compensation using the fair value method. The fair value of the stock--based compensation for the Company's ESPP was estimated at the beginning 
of the offering period using the Black Scholes option pricing model and thc following assumptions: volatility of 55%, risko-free interest rate of 1.79%. 0.41 year 
expected life and dividend yield of 1 D.g 1 %. The Company's MRSP was not included in the Black St:holes calculation as the fair value of the compensation 
expense rclated to the plan is expensed in the Company 's condensed consolidated statement of operations. 

Ifcompensation costs had been recognized based on the fair value recognition provisions of Sf AS No. 123, the pro forma amounts of the Company's net loss for 
the three and nine-month period!> ended September 30, 2004 would have been as follows (in millions, except per share amounts): 

Net loss, as reported 
Add: Stock based employee compensation expense included in reported net loss 
Deduct: Total stock--based employee compensation expense determined under the 
fair value method for all awards 

Pro forma net loss 

Diluted loss per share: 
Diluted --as reported 
Diluted-pro fonna 

Succ"s~or Compan~· 

Thrl'(-\Ionth :\ine-\Ionth 
"eriod Ended Period Ended 

Scptemlwr 30, 20U4 S<'pt<'mbl'r 30, 2004 

S(3,39M) S (3,X57) 
12 23 

(14) (25) 

S(3,400) (3,X59) -
5(10.651 S (12.00) 
S(10.65) S (12.01) 

The Company has not provided pro fonna disdosures as defined by SF AS No. 148 for 2003 as it docs not believe that this information for any compensation 
plan that was terminated on the Emergence Date is relevant in any material respect for llsers of its consolidated financial statements because all equity interests 
existing in 2003, including the intercsts of the Predecessor Company's WorldCot11 group common stockholders and MCI group common stockholders, were 
eliminated (without a distribution) on the Emergence Date. 

Coww/itlatitm 

The condensed consolidated financial statements indude the accounts of all controlled subsidiaries. All significant intercompany transactions and balances havc 
been eliminated in consolidation. 
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i\OTES TO t.: 1" At;DlTF.O COl\Of.KSF:O COl\SOUDATED FIl\A]\CIAI. STATEMEl\TS- (Contlnucd) 

During the !'l'(:ond (Iuilrlcr of 1004. the CUnlp<lnY recordt'd CI $95 million reduclion in lIcn:ss co~ts in its t'ondensed consolidaled stntemcnt of opcTl:Itions for 1I 

change in prcviou:.ly recorded expcnsi.-'!> regarJing contributions to tlu.' Universa l Service Fund rdateJ 10 2003 and the ti rst (IUartcr or 2004. 

Re£'las,\'ijh'o!ivll,\' 

Certain priur period amounts have been reclassified to conform to current IX'rioo presentation, 

Atljm'lml!lIt to Prel·imu/J' 1.\'.\'Uet/ Fillancial Stlltement,\' 

As reported in the second quarter, the Company determined thut it had recorded in error a restatement entry which had the effcl't of reducing accounts receivable 
by S3 0 J million through Ii charge to expense in the year ended December 3 J, 2000, The reported 1000 net loss of S4H,9 billi on shtlllid have been S4H,6 billion, or 
0.5% lowcr, nnd thc CompHny's assets ofS44,2 billion should ha ve been 544 ,5 billion, or 0,6% higher. In 2001 , $35 million of lh(' amount re\'t.!fsed and left a 
remaini ng S266 million understatement of accounts receivable as of Dt.!cembl!f 31,2001 , This situation remained unchanged until. as a result of the application of 
fresh' start accounting as of December 31. 2003, the prcviollsly expcn~cd S266 million was reversed in the Company 's stntelllcnt of opera lions a~ a component of 
the S22 ,3 billion reorganization gain. Without this expense re\'cr~al, the Company's 2003 net income of$22.2 billion would hav, been S21,9 bi llion, or 1.2% 
lower. As a rt'~uh of the reversal of the expense in 2003 , the eu mul ati vc impact 10 the Company's December 31. 2003 consolidated rctni ned earnings was zero. 
The Company has a ssess~'d the impact on the 2000, lOO t and 1003 statements or operations as well as the consolidated bahlllcc sheets as ofDeccmber 3 1,2000, 
2001, 2002 and 2003 and determ ined that the impact was not mat erial to any period. 

The impact of this rcduction of aCl"Ounts receivable in the consolidated balance sheet as o f Dl'Cember 31 , 2003 resulted in a mise l:assifkation o f S2ll6 million 
belweell accounts rl.'ceivablc and long'--live!i lIssets in thl' Company's allociltion of reorganization va lue under fresh . start accounting. To properly relkct Ihe 
alloelltion of reorganization value as uf December 3 1.2003 , the COIliPlUlY has rencl·lcd ,a rcdm~silic<ltion entry in its consolidated boa lanee sheet as of December 
31,2003,11$ presented herein, to retle(:t iln increase of S266 million to ilS aCl'olints rcceivable balance and reductions ill its propert)', plant IIOd equipment "nd 
intangible assct$, The Comp,my's September 3D, 2004 consolidllled balall(:c sheet refl ects the impact o rthis reclass ific.:a tion. 

The adjustmen t of this item abo resulted in a decrease of S6 million to the Company's long ' term deferred tax liabili ty which has been renccted in the 
consolidated b"lance sheet as of Dect.!mber 31, 2003 and September 30, 2004 , as presented herein. 

NL'II' AL'L'VUlllill}: Sr(llulartl,\' 

In Dn'cmber 2003, the r ASS iS$ucd SF AS No, 132 (revi sed 20031, ·'£mployen" Disc/o,l'IIres allfnl( P(!I/.I";Om (lnd O,her PO.I'/I 'I!IiI'£'II/('1I1 B('/I(~/i/s" ("SF AS No. 
132 (R)" ). SF AS No, 132 (R) revises the anllual and interim disclosure requirements about pension and other postretirement bellcfits, Thi s ft.!vision requires 
disdo:.ures additional to those induded in the original SF AS No. 132 abmu Iissets, ob ligations, cash tlows and net periodic benefit cost of defined benctit 
pension plans nnd other defined bt.!nefit postretirement plans. The required infornHllion is provided separately for pension plans and for other postretirement 
bencti t plims, The Company adopted the provisions of SF AS No. 132 (R) ns of December 31, 2003 without any impact on its consolidated results of opcratiom;, 
finam·ial posi ti on and cash flows. 

In D('cl!l1lbcr 2003 , the F ASB issued F ASB Interpretation No, 46 (Revised December 2003), "ColI.WJlidalioll oj V,wiahll.' IIII,'resl Elllilie,\' " (" fiN 46R') This 
standard replaces FIN 46, "Co//.wlida lirJII of' Variah/e Inlal',\" 
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Di/ilies . .. that WlIS issued in Janua!)' 2003 to address certain situations in whirh a company should include in its financial statements the assets. liabilities and 
activities of another entity. The Company adopted the provisions of FIN 46R a~ of December 31, 2003 without any impact on its consolidated results of 
operations, financial position and cash flows. 

(3) Impairment Charges 

The Company assesses recuverability of its indcfinite lived and long lived assets to be held and used whenever events or changes in circumstances indicate that 
their carrying amount may not be recovemble. Impairment analyses oflong- lived ami indefinite lived assets arc performed in accordance with SF AS No. 144, 
"A('('/JIII/ling.!i}r Ihe Impairll/ent or fJisjJosal (?/'I.olIg-- Lil'ed Assels" ("SF AS No. 144"), and SF AS No. 142 "Co(}(lIril/ and Olher IlIIangiMe A.I.I·els" ("Sr AS No. 
142"). Impairment evaluations arc performed at the lowest asset or asset group level for which identifiable cash flows arc largely independent of the cash flows 
of other assets or usset groups. The Company generates most of its cash flows from products and serviL"es that arc principally delivered to customers over its 
integrated teleeolllmunieations network and related intangible assets. Therefore, evaluations arc performed at the entity level, excluding discontinued operations 
and assets Iwld for sale, as a single group. 

The industry is in a state of transition where traditional business lines arc facing significant overcapacity in thc marketplace, pricing pressurcs, changcs in product 
mix, and customcrs' continued efforts to reconfigure and consolidate thcir nctworks in order to achicve lower overall costs and bctter efficiencies. Concurrently, 
the industry is migrating to more advanced network technologies and primarily focused around IP based platforms, and customcrs arc requiring morc advanced 
network serviccs including nctwork monitoring, traffic analysis, and comprehensive security solutions. The indust!), has also seen a gcneral migration of 
l"Ustumers from dial up services to broadband and various wireless services. Additionally, the Company's regulatory climate deterioratcd due to a decision by 
thc U.S. Court of Appeals for thc D.C. Circuit that invalidated thc Fedcral Communications Commission's "Triennial Revicw" local competition rules, which sct 
prkes that incumbent pro\'iders could chargc competitive providers such as the Company for unbundled network clement platforms ("UNE ' P"), an essential 
component ofthc Company's Mass Markct local phonc servicc. Although several petitions werc tilcd at the Supreme Court seeking review of the D.C. Circuii's 
decision, the Solicitor General and the FCC declined to seek such review, and the Supreme Court subsequently denied the petitions. The FCC has adopted 
interim unbundling nlles (effective September 13,2004) to maintain certain ILEC unbundling obligations under interconnel'tion agrccmcnts as they cxistcd prior 
to thc D.C Circuit's mandatc. As a result, thc Company's costs for providing this scrvicc are expected to increase significantly in 2005. Some oflhe Company's 
competitors have announced their intentions to exit from this market, and the cost increases may force the Company 10 reduce efforts to acquire new customers 
and withdraw from certain markets. The Company therefore anticipates that revcnues from that segment will continue to decline. 

Given the market, business and rcgulato!), conditions, thc Company reevaluated its financial forecasts and strategy in the third quarter 01'2004 when it became 
apparent that these trends would continue into the future. Updated cash flow and profitability projections and forecasts were developed taking into account both 
the 2004 changes in the competitive landscape and the regulato!), issues filcing the Company. The Company's executives reviewed these projections with the 
Audit Committee of the Board of Directors during the third quarter. 

Based on the TOvised projections. the Company determined that an impairment analysis of its indefinite lived and long lived assets was required during the third 
quarter of2004. In connection with this analysis. the Company evaluated its property, plant and equipment and definite and indefinitc- lived intangible assets, 
including customer lists. The Company developed estimates of future undiscounted cash flows to test the recoverability of its long lived and indefinite lived 
assets. Thesc estimates were compared to the car!),ing values 
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of the assets, which resulted in the conclusion thai the Company could not recover its carrying values through projected future operations, With the assistance of 
an independent third party valuation specialist, the Company further calculated the fair value of its long--lived and indefinite-lived assets based on the dist'Olinted 
cash flow analyses that utilized the revised management projections of revenues and profitability from September I, 2004 through 2009, These projections \\'ere 
used in various scenarios utilizing a weighted average cost of capital bet\\'een 10"l',. 14%, a 2%, terminal growth rate, certain working capital assumptions and 
total entity value assumptions. 

The Company concluded that the carrying \'alues of its definite-lived assets exceeded their estimated fair values by approximately S3.3 billion (S~J~ billion 
related to property, plant and equipment and S478 million related to definite - li\'ed intangible assets) and the carrying value of an indefinite -lived asset exceeded 
its estimated fair value by approximately S260 million. These amounts represented the difference between the caleulated fair values of the assets and their 
associated carrying values, and were recorded as a separate component of operating expenses in the condensed consolidated statements of operations for the three 
and nine-month periods ended September 30, 2004. The Company's management reviewed the results of the impairment analysis with the Board of Directors, 
and the Board of Directors llPproved the impairment charge on October 15,2004. 

As a result of the impairment charge of approximately S260 million to an indefinite- lived intangible asset. the Company recognized a S99 million tax benefit 
which reduced its long term deferred tax liability as the impairment reduced the difference between the book lmd tax basis. The impairment charges, after taxes. 
contributed approximately S3.4 billion to the Company's net losses for the three and nine- month periods ended September 30, 2004 (loss per share of S( 10.70) 
and S(l0.62), respecti\'ely). 

(4) Voluntar~· Reorganization under Chapter II 

Bankrllptcy Procl!f!dinK'~ 

On July 21, 2002, the Predecessor Company and substantially al1 of its direct and indirect domestic subsidiaries (the "Initial Filers") filed \'oluntary petitions for 
relief in Bankruptcy Court under Chapter II. On November 8, 2002. the Predecessor Company filed bankruptt'y petitions for an additional 43 of its domestic 
subsidiaries, most of which were effectively inacti\'e and none of which had significant debt (col1ectively with the Initial Filers, the ·'Debtors"). The Debtors 
continued to operate their businesses and manage their properties as debtors-in--possession. The Bankruptcy Court consolidated the Debtors' Chapter II cases 
tor procedural purposes and they were jointly administered. As a consequence of the bankruptcy filing, most litigation against the Debtors was stayed. 

The Plan was confirmed by the Bankruptcy Court on October 31. 2003. On the Emergence Date. the provisions of the Plan were implemented. A summary of the 
significant provisions of the Plan is set forth below: 

The Predecessor Company merged with and into Mel, Inc. whereby the separate existence of the Predecessor Company ceased and MCI is the 
surviving compuny; 

All common and preferred equity shares of the Debtors (and all stock options and warrants) illl._'luding WorldCom group common stock, MCI group 
common stock, WorldCom series D, E and F preferred stock, WorldColTl Synergies Management Company preferred stock, WorldCom quarterly 
income preferred securities and Intermedia series B preferred stock were cancelled; 

An debt securities ofthc Debtors were settled and cancel1ed; 

Unexpired leases and executory contracts of the Debtors were assumed or rejected; 
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MCI issued approximately 52.0 billion principal amount of 5.90X% Senior Notes duc 2007, approximately 52.0 billion principal amount of 6.6XX%. 
Senior Notes due 2009 lind approximatcly 51.7 billion principal amount of? 735% Senior Nolt's due 2014; 

Approximately 296 million shares ofne\\' MCi common stock were to be issued to settle claims of debt holders, 10 million shares were issued to 
settle the SEC civil penalty (as discussed below) and approximately 20 million shares were estimated to be issued to settle the claims of general 
unsecured creditors; 

Approximately II million shares of new MCI common stock were reserved for issuance under the new Management Restricted Stock Plan. In 
addition, approximately 2 million shares were reserved for issuance under the new Employee Stock Purchase Plan and it is anticipated that such 
reserved shares will be utilized to fund the Company's obligations under the plan rather than utilizing shares purchased in the open Illarket; 

Total payments of approximately S2.6 billion in cash were estimated in the Plan to be paid to settle certain claims against the Debtors, including the 
SEC civil penalty claim referred to below; and 

An SEC civil penalty claim was settled by payment of5500 million in cash and, as noted above, the transfer of 10 million shares of new Mel 
common stock having a value of 5250 million (based on the valuation set forth in the Plan). The funds paid and common stot:k transferred were 
distributed pursuant to the Fair Funds provisions orthe Sarbanes-Oxley Act 01'2002. 

The Plan also re(luires pursuant to Section 5.07 that the Board of Directors t:ondut:t a reasonable review of the Company's t:ash needs, including amounts that 
may be necessary 10 satisfy all claims to be paid in cash pursuant to the Plan. Accordingly, the Board of Directors commenced a comprehensive review and 
sought information and guidance from management and financial advisors to determine the amount of ext:ess cash greater than S I billion. On August 5, 1004, the 
Board of Directors completed its re\'iew of the Company's excess cash pursuant to Sedion 5.07 of the Plan and dcdared the amount of ext:ess cash to be 52.2 
billion. The Board of Directors decided to distribute a portion of the excess t:ash through a return of capital to shareholders and dedared a t:ash dividend of 50.40 
per share payable on September 15,2004 to shareholders of record on September I, 200·4. On October IS, 2004, the Board of Directors. pursuant to Section 5.07 
of the Plan and continuing its distribution of the Company's excess cash as a return of t:apital to shareholders, dedared another cash dividend of S0.40 per share 
payable on December IS, 2004 to shareholders of record on December I, 2004, 

Impact.,· (If the Applimthm oft/I(! Ph", 

Creditor Sefllelllen/.\· 

During the three and nine month periods ended September 30, 2004, the Company paid approximately S 129 million and S 1.1 billion, respedivciy, in cash, <lnd 
issued a total of approximlltely 1.2 million and approximately 3J': million shares of t:ommon stock, respectively, to satisfy certain provisions of the Plan. The 
Company continues its settlement process of outstanding claims. During the three month period ended September 30,2004. the Company recorded net 
settlement losses of 5 14 million as an increase to selling, general and administrative expenses in its condensed consolidated statement of operations. During the 
three month period ended June 30, 2004, the Company recorded net settlement gains of $62 million, which were composed of an innease to n.'venues of 532 
million, a decrease to access costs of S 19 million and a decrease to selling, general and administrative expenses of S 11 million in its condensed consolidated 
statement of operations. The net settlement gains and losses reflect the differences between original estimated claim amounts and settlement amounts linalized in 
the period. 
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IlIler(',\'/ e"pen\"(' 

No interest expense related to pre petition debt was accrued following the Petition Date up to the Emergence Date. If the Debtors had rel"Ogniled interest 
expense on the basis of the amounts they were contractually required to pay, approximately $601 million \\'ould 11<I\"e been recorded in the three month period 
ended September 30, 2003, and approximately $701 million and $ 1.8 billion, respeeti\'ely, would have been recorded in the nine month periods ended 
September 30, 2004 and 2003. The Successor Company did recognile $104 million and $299 million of interest expense in the three and nine" month periods 
ended September 30, 2004, respectively. that included the accretion orthe discount for the new $5.7 billion debt obligations issued on the Emergence Date and 
interest expense on the senior notes subsequent to the Emergence Date. There was no requirement to pay interest on the debt prior to the Emergence Date since it 
had not been issued, and as such, the am0llllt is exeluded from the contractual interest amounts noted above. 

Shares I.Hlled as a reslIll oj"fh(' Plan 

During the second quarter of 2004, in accordance with the Plan, the Company issued approximately 296 million shares of MCI common stock to settle elaims of 
debt holders and 10 million shares to settle the SEC dvil penalty. The Company also reserved approximately I I million shares of MCI common stock for 
issuance under the new MRSP, of which approximately H.6 million sharcs of rcstrieted stock were granted on the Emergence Date. As contcmplated in thc Plan, 
the Company expected to issue approximately 20 million shares ofMCI common stock pursuant to the Plan to settle claims of general unsecured creditors. This 
amount has been reduced from 20 million to 8.1 million as of September 30, 2004 as a result of the issuance of approximately 3.8 million shares during the 
nine' month period ended September 30, 2004, 0.5 million shares that will not be issued related to certain unsecured cn::ditors receiving cash in liell of stock. and 
a change in estimate 01'7.6 million shares that arc no longer expected to be issued. 

ReOfglllliwtiml itelll.<;, net 

The Debtors had commenced restructuring dTorts prior to thc Petition Date. Following the filing of the Chapter II cases, the Debtors, together with their 
financial and legal advisors, reviewcd and analYled their businesses, owned propertics, contracts, and leases to dctcrmine ifany ofthcse owncd assets should be 
divested and which contracts and leases should be rejectcd or assumed during thc Chapter 11 cases. The restructuring ell'Orts includc asset dispositions, sale of 
businesses, rejection ofleases and contracts, and other operational changes. 

The Company continued to incur re.,rganintion costs during the three and nine month periods ended September 30, 2004 and will continue to experience 
rcorganilation expenses fur profcssional fees and othcr bankruptl'Y costs. As the Company adoptcd the provisions of frcsh-- start reporting on Deeernber 31,2003, 
l'Or accounting purposes, reorganization expenses and changes in estimates to reorganilation items previously accrued have been included in the appropriate 
captions within the condensed consolidated statement of operations , primarily selling, general. and administrativc cxpenses. For thc three and ninc--month 
periods ended September 30, 2004, the amounts of such expenses were $ 1\ million and $37 million, respectively , and were for professional services related to 
the Company's bankruptcy proeeedings. 
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Rl'organilation ilcms for Ihe thrcc and ninc--month periods ended September .10. 2003 consisted oflhe followin,g (in millions ): 

Contract rejections 
Employee retention, severance and benefits 
Loss on disposal of assets 
Lense terminati ons 
Prolcs!lional fees 
Gains on scnlcments with creditors 
Interest income earned by the debtor entities during reorganization 

Expense from reorganization items, net 

(!\) Fr('sh-Slar' Reporting 

Thrcr- :\lunlh 
I'l'riod t;nlJl'd 

Srplcnlhl.'r )0. 2U03 

S (31) 
(ll) 

(4 ) 
(ll) 
(26) 

9 
10 

S(lIO) 

."iinl"- :\Iullih 
I'rrlad End I'd 

St'plt'nlhcr ;\0, 200;\ 

s 

s 

(186) 
(104) 

(22) 
( 1(5) 

(66) 
45 
28 

(470) 

In ilcconJum:c with SOP 90 -7, the PredeCl'ssor Company adoptcd fresh -'stal1 reporling as of the dose of business on Deccmber 31, 2003. Upon appl)'il1g 
fresh , start reporting, a ne-w fe-porting enlity (the Successor Company) is deemed to be LTcaled lmd the recorded amounts of ;lssets amI liabilities are adjusted to 
reflcel their esti mat ed fair value. Thus. the consolidated balance sheet a~ of Del'ember 31, 2003 gives effeci 10 allocutiuns to the carrying valuc of assets or 
amuunts lind classifications ofliabi lities thaI were necessary when adopting fresh start reporting. During 2004, the Company adju!'ted the cClrrying val ue of 
certain assets and liabilities from the previously estimated values as appraisals and v<lluations were completed. I\s these adjustments were recorded in each 
quarter, associated year- Io- dale depreciation and amortization expense amounts were also adjusted for the effecls of the changcs in currying values. I\s of 
September 30, 2004, the Company completed its assessment oflhe fuit vuJues of its assels and liabilities, and as such, no further adjustments will be recorded, 
except for Ildjustments that may be felated to deferrcd lax assets and cOlltingcncies as disclissed below. 

During thl! second quarter of 2004, the Company determined that IIpproximatcly S 132 million of property tax liabilities and S II 0 mil1i(ln of othcr liabilities that 
should not have been adjusted in fresh start accounting were reduced by approximately SI52 million in the Company':. application offre ... h" start accounting at 
Deccmbl!r 31, 2003 . Due to the application of fresh - start reporting. these crrors wcre offset by fresh- start adjustments and therefore hud nu impllCt on the 
Company 's 2003 net income. 1!00 .... cvcr, these errors caused both accounts paynble and long-- lived assets to be unrlersWted by approximately S 15 ~ million, 
representing 0,5% of the Compa ny 's total assets ofS27.5 billion and Hpp ro:dmately 0.8% of its S 19.0 billion total liabilities as of Deccmbcr 31, 2(0), which it 
determined to be imll1atcriallo its 2003 consolidated bulllncc sheet. The Company's September 30. 2004 consolidated blliance sheet rencets the correction of 
these immaterial errors. 

As of Dc(;cmber 3 1, 2003 _ the Company had various net dcferred tax assets and tax contingencies which remain unresolved. In accordilnce with Sf I\S No. 109_ 
"At"tmmlhlg .li)1' " '('Wllt' TlI.\"e.~, .. any Iblure changes in these balanccs that existed l.IS of the fresh start date will be ildju:.h!d to intungible assets, until exhausted, 
thl'n to uddilionul paid- in -capitlll and lIot throllgh income. 

The estimates and assumptions used in the , '"Iuations Clre inherently subjcctto uncertainties and contingencies beyond the eonltol of the Company, I\n:ordingl)', 
thefe can be no IlSS~l rancc thilt thc l.'"Stimates, assumptions. and valucs rc nected in the "aluations will be realized, and actua l results cou ld vary materially. 
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The following table displays the effects of applying fresh --start reporting . giving pro forma effect, retroactive to December 3 I. 2003, to nlir value mljustments 
recorded to the Company's assets and liabilities during the first nine months of 2004 (in millions): 

ASSETS 
Current assets: 
Cash and cash equivalents 
Accounts receivable, net 
Deferred taxes 
Other current assets 

Total current assets 
Property, plant and equipment, net 
Intangible assets, net 
Deferred taxes 
Other assets 

LIABILITIES AI\D SHAREHOLDERS' EQUITY 
CUTrent liabilities: 
Accounts payable and accrued access costs 
Current portion of long--term debt 
Other current liabilities 

Total currcnt liabilities 
Long -term debt, excluding current portion 
Defcrred taxes 
Othcr liabilities 
Minority intcrests 
Sharcholders' equity: 
MCI common stock 
Additional paid-in capital 
Deferrcd stock--based compensation 

Total sluIreholders' equity 

Sllcce~sor 

Compan~ 

As or 

J)ecember 31. 2003 

5 

5 

s 

5 

6,]78 
4,34R 

990 
1,012 

12,52~ 

11,53~ 

2,ORS 
60R 
711 

27,470 

4,071 
330 

4,409 

8,810 
7,117 
1,207 

714 
1,150 

3 
~.639 

( 170) 

S,472 

27,470 

Frl'sh-Slart 
Valuation 

Adjustmenls(~) 

S 

(25 )(~) 

(25) 
183(d) 
147k) 

(224)(1) 

$ 81 

$ 

(33)(h) 

83 

(2) 

s 81 

SueCl'ssor 
Conlpall~ 

I'ro forma 
As or 

J)cccmher 31, 200J(h) 

s 

5 

s 

s 

6,178 
4.34X 

990 
9R7 

12.503 
11,721 
2,232 

60R 
487 

27.551 

4,187 
330 

4.376 

8,893 
7,117 
1,205 

714 
1,150 

3 
8,639 
(170) 

8,472 

27.551 

(a) To adjust the carrying value of the Company's assets and liabilities upon completion. during the first nine months of 2004, of the Company's review in 
conjunction with an independent third party valuation specialist. 

'" 

'" 

Indudes all adjustments recorded during the first nine months of 2004 that were related to the carrying values on the Company's December 31, 2003 
balance sheet. 
Indudes adjustments to decrease prepaid expenses by ($60) million. primarily related to the fair value of certain prepaid indefeasible rights of usc 
agreements, and to increase certain asset carrying values classified in assets held for sale by 535 mi11ion. 
Includes adjustments which increased property, plant and equipment by S I ~3 million due to increases in the valuation of enterprise license agreements and 
a decrease in the valuation of indefeasible rights of use impacted by changes in the allocation of the amount of economic obsolescence and negative 
goodwill. 
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(,) Includes adjustments which increased intangibles by S46 million due to changes in the allocation of the amount of et:onomic obsolescence and negative 
goodwill. In addition, the original right of way adjustment ofSl01 million WllS reclassified from other assets. 

(1) Includes adjustments to reduce the carrying yalue of certain indefeasible rights of usc llgreements by (S 123) million and a reclassification of the original 
right of way adjustment to intangible assets, which reduced other assets by (S I 01) million. 

(g) Includes adjustmenb increasing accounts payable and accmed access costs by S 116 million due to property tax and other liabilities that should not have 
been adjusted in fresh start reporting. 

(h) Includes adjustments decreasing deferred revenues related to certain capacity sales agreements by (S 144) million and increasing other liabilities by SIll 
million, primarily related to the recognition of an unfavorable lease accrual ofS9l million as wel1 as increases to property tax and other liabilities of $20 
million thai should not have been adjusted in fresh· start reporting. 

(6) Loss per Share 

The Successor Company adopted a new capital structure as of December 31,2003 upon the adoption of fresh -start reporting. On the Emergence Date, Ihe 
Successor Company issued approximately 315 million shares of new MCI common stock, which ineluded approximately g.6 million shares of restricted stock. 
Under fresh· start reporting, these shares were reflected as outstanding at December 31, 2003. In addition, on thc Emergence Date, the Company expected to 
issue additional shares pursuant to the Plan to unsecured creditors, which were not reflecteu as outstanding at Decembcr 31 , 2003, however all conditions of 
distribution had been met. These shares were considered contingcntly issuable under SF AS No. 12K "Earnings pel" Share." During the three . month period 
ended September 30, 2004, share issuances, changes in distribution and changes in estimate rcuuced the amount of contingently issuable shares to approximately 
~.I million as of September 30, 2004. The Company's calculations ofwcighted average shares outstanding for the three and nine month periods ended 
September 30,2004 arc as follows lin millions): 

Weighted average common shares outstanding 
Add: Weightcd average shares contingently issuable to unsecured crcditors 
Less: Weighted average un vested restricted stock!l) 

Weighted average common shares outstanding lIsGd in basic calculation 
Add: Weighted average unvcsled restricted stock (-) 

Wcighted average common shares outstanding used in diluted calculation 

Three-.'Ionlh 
I'eriod Ended 

Septemher 30. 2004 

317.5 
8.9 

(7.3 ) 

319.1 

319.1 

:\inl'-."onlh 
Period Ended 

Sepll'mher 30. 200-1 

316.1 
13.4 
(8.1 ) 

321.4 

321.4 

(l) As these shares were not vested during the period, they havc becn excluded from the weighted averagc share calculation uscd to dctcrmine basic loss per 
share. 

(21 Calculation of diluted shares cxcludes the ullvestcd shares of restricted stock that would be anti-dilutivc. 
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The Company's cakulaliuns of basic and diluted (loss) income per share for the Ihree and nine month periods ended Scptember 30, 2004 arc as follows (in 
millions. except per share umounts): 

(Loss) income, as reported: 
Continuing operatiol1 ~ 
Discontinued operations 

Net loss 

Basic and dilule~ (loss) income per slmre: 
Continuing opl.:OItions 
Discontinued operations 

Loss pcr share 

Weighted an.-rage ~'ommon shllres outstanding used in basic and diluted cakulation 

Thrl't-.\Iflnth 
I'trlod Endrd 

Sl'p'l'mht'r ,\0. 2004 

S(3,400) 
2 

S(3,39X) -
S(IO,66) 

0,01 

S(l0,65) -
319,1 

;';hlt-.\Iunth 
I'niod EtHlc!1 

Sl'plrmhl'r :l0. 2004 

S (3,856) 
(I) 

$ (3,X57) 

S ( 12,00) 

(12,00) 

321,4 

llistorkal eurnings per share inlo rmation for the Ihree lind nine- month periods ended S..:ptcmber JO, 2003 has not been presented. The Company dOl'S not believe 
that this information is releYant in any material resped for users of its financial stil(cml.!nts occause all equil)' inlerc!ots exisling in 2003 , inc luding the interests uf 
the Prcdeccssor Company's WorldCom group common sto~k holdl'rs and Mel group ~ommon sto~kholders. were dimimllcd (without a distribution I on the 
Eml'rgencc Date. In additi on. b"cause oflhe creation or lhe two class cOlllmon stock structure (WorldCom group common stock and Mel group common stock) 
by the Predecessor Company in July 2001. in order to present earnings per share informntillll. the Company would he required to determine the nct income or 
loss generated by the WorldCom group and Met group scpllrutcly. Primarily as a result of the exlensive rccrcution of many of the Prcdc~essor Company's 
hi storical finandal enlrics, muny of its revenue and expense items cunnot be allocated to the appropriate group. making a determin3tion of separate net income or 
loss information for each group impracticable. 

(7) SCHrancc and Rcstru cturin~ Programs 

During the first nine months of 2004, the Cumpun)' announl'cd workforce reductions re l:lted to a ll segments of its business which inc ludctlthc illlpad of dosing 
three I.:onsumer call centcr.~ and redm'ing staning in three others. in large pari due to till' effects of"Oo Not ('all" tclemarkcting laws. I\s of September 30, 2004. 
approximately 12,000 indh'jcluals in the C;ompany's workl'orl'c have been identified and notified that their positions would be climinated. 

In the three and nine' month periods ended Septembcr 30. 2004, the Company recorded S 12 million and S 156 million. respectively, as selling. general and 
administrative expenses and costs of services and products for employee term ination costs in its condensed consolidated statements of operations . In the three 
and nine month periods ended September 30.2003, thl.": Company recorded S23 million and $84 million, respectively, related to employee seven,"cc programs as 
fl.!organization items. nel in its condensed consolidated statements of operations. 
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During the three and uine month periods ended September 30. 2004. approximately 2.200 and 9.1 00 employees. respccli\'c1y. a(.'rOSS all business segments \\'l're 
ICTmiollled. Additiol1<llly. during 2004 . 2.000 employees resigned aft er Ilotilkalion oft .... rmimuioo. but prior to receiv in£ aoy sevcraOl'c bcndit)o. The 10110\\"il1£ 
Iilble outlines the Company's accT\lal of sc\'crance cxpcn:-.c ,lIld paymcnl:-. for tcrminat l..-d cmrloyces during the three :lIld oine- mooth periods ended September 
.10.2004 (ill millions): 

Accrucd severance and termination costs as of January I, 2004 
For the three 'month period ended March 31. 2004: 
Sevcmnce and termination charges 
Cash payments for t~nn inated employees 

At:crued severance and termination costs as of March 31,2004 
F()r the three monlh period ended June 30, 2004: 
Scvcrancc nnd termination charges 
Ca~h pnymenls for tenninated employees 

Accrued scverance and lermination l'osts as of June 30. 2004 
ror Ihe three · monlh periud cnded Septcmber 30.2004: 
Severance and termination charges 
Cash paymcnls for terminated cmpl()yec.~ 

ACCT\lcd scverance and termination costs as ofScptembcr 30. 2004 

Successor 

Compiln~ 

S II 

54 
(26) 

39 

90 
(59 ) 

70 

12 
«,I) 

S 21 -
The Company identified cerlain properties related to the closing of call eenlCrs which it planned to vacate and sublease, where pos::dble. In accordance wi th SFAS 
No. 146. ··AcCOIfII(;lIg/h,. 01.\"(.\' A.~.W1ci(/l('d lI"ilh Exil or Di.ljJ{J,\·o/ Aeli!';(;"s . .. the Company recorded a charge of approximately S I million lind $9 million as 
selling. generul and administrative expenses in its condensed consolidaled stalemcnts of operations for the three and nim:- month periods ended September 30, 
2004, respcctively. 

(8) Discontinued Operations and Assets Held for Sale 

The Compa ny hu s identified certain non· core assets that it has determincd IIrc nOI pari of its expected futu re operations. As such, these assets and businesses. 
olll'e identified ont! qualifying for discontinued operations under SF AS No. 144. arc rdlcctcd as discontinued operations in the condenscd consolidated 
statcments of operutions and as assets held for salc in the condensed t:onsolidated balance sheet. 

Obinmfimu!(/ Op(!rtU;'m.~ 

In May 2002. the Prcdecegsor Company committed to a plan 10 exit ils WorldColll Wireless ("Wireless") res.llic business because of continuing operating Jos.'es. 
In July 2002, the Prcd1:eessor Company sold its wireless customer (Ollt"l(;tS. wilh no book va lue, to several wireless providers and resellers for a tolal of 
ltpproximately $34 millioo. which was recognizl"ll as a gain in 2002. All contracts were elTectively transitiOlled to olher providers by October 2002 . During the 
nioe month period ended September 30, 200), Ihe Company recorded S 10 million (If revenue for amollnls receivcd during the period. 

In June 2(0), the Predecessor Company decided to dispose o f its Multkhannel Multipoint Distribution Service ("MMDS") business which included network 
equipment. lil.."clIsCS and leases utilized for the provision of wirl!lcss telecommunications scrvices via Multichonnel Multipoint Distribution Scrvil"e. In June 2003. 
the Prcde<.:essor Company received Bankntptcy Court approval to dispose of thcs~ lIssels. and this standalone entity WitS rec1assilied to discontinued operations 
under sr AS No. 144. lind related revenues and expenses were reclassi fi ed to di scontinued operations for all periods prescnted. 

IX 



Table of Contents 
Mel, IrooC. ArooD S~BSIDIARIES 

!\'OTES TO t:!\AL:DlTED CO!\DE!\'SED CO!\SOLIDATED FI!\A!\CIAL STATEMEl'iTS-(Continued) 

On July H. 2003. an Asset Purchase Agreement was entered into with Nextc1 Spectrum Acquisition Corp. ("Nextel") for the sale ofsllbstantially all of the assets 
of MMDS for 5144 million in cash. In addition, the Company entered into a three· -year extension of a customer contract between subsidiaries of Mel and 
Nextel. The sale was approved by the Bankruptcy Court on July 22. 1003. ,Is modified in certain respects. The Company completcd the sale in May 2004 and 
received 5144 million in cash for the assets which W<lS equal to their carrying value. 

In November 2003. the Board of Directors approved a plan to dispose of its 19% economic investment in Embratel, as well as other Latin American entities. On 
Murch 15.2004. the Company announced Ihat it had entered into a definitive agreement to sell its ownership interest in Embralel and other Latin American 
subsidiaries to Telefonos de Mexico. On April 21. 2004, the agreement was amended which increased the cash purchase price to 5400 million from S360 million. 
On April "27. 2004, these assets qualified as discontinued operations under SFAS No. 144 when the Company received bankrupll'Y court approval for the sale. 
Accordingly, the Company has reclassified all revelllles and expenses to discontinued operations for all periods presented. On July 23, 2004. the Company 
completed the divestiture of its 19% equity interest in Embratel and received 5350 million. the remaining portion oflhe 5400 million sales price beyond the 550 
million deposit previously received. As of the sale date, all obligations under the Share Purchase Agreement were completed. The Company recognized a gain on 
the sale of approximately 59 million within discontinued operations in its condensed consolidated statement of operations during the three month period ended 
September 30. 2004. 

In June 2004. the Company decided to dispose of additional Latin American operations and began the marketing of Proceda Tecnoillgia e Informatica S.A. 
("Proceda"), an infllmlation technology outsourcing company in Brazil specializing in the following areas; datu center services. mainframe sen'ices, hosting , 
technical support. help desk management, intcgrated solutions. and e· business. These assets qualilled as discontinued operations under SF AS No. 144 in June 
2004 and. accordingly, the Company has reclassified all revenues and expenses to discontinued operations for all periods presented and reclassified all assets ami 
li<lbilities as "held for sale" in the condensed consolidated balance sheet as of September 30, 2004. The Company continues its marketing efforts and expects to 
close the sale of these assets prior to year-end. 

In June 2004. the Company commenced its internal evaluation rclated to OzEmail Ply. Ltd C·Ozemail"). an internet service provider providing dial --up, 
broadband and wireless products to Australian consumers and small business enterprises. In July 2004. the Compuny began to market Ozemail for sale. The 
related assets qualified as discontinued operations under SFAS No. 144 in July 2004 and, accordingly. the Company has reclassified all revenues and expenses to 
discontinued operations for all periods presented and reclassified all assets and liabilities as '·held for sale" in the condensed consolidated balance sheet as or 
September 30. 2004. 
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The condensed consolidated statements of opemtions reflect Wireless. MMDS. Embratel (and other companies related to the transaction), Proceda. and Ozemail 
as discontinued operations for all periods presented. The combined operating results of these entities through the date of disposition are reflected in the 
condensed consolidated financial statements for the three and nine month periods ended September 30, 2004 and 2003 as follows (in millions): 

Succc~snr 

Company 

I'rcdccc.\~or 

Compan~' 

Succcnor 

Compan~' 

I'rcdcccs~nr 

Compan~' 

\inl'-.\lonlh I'l'riod t:ndl'd Scptl'mhl'r 30, 

2004 2003 2004 

Revenues S 213 S HI6 S 1,902 
Operating expenses 210 718 1,807 
Other income (expense) 3 (79) (71) 
Minority interests expense (21 (20) (4) 
Income tax expense 2 9 21 

Net income (loss) S 2 S (10) S (I) - -
As of September 30,2004, the amounts related to Proceda and Ozemail have becn combined and included in assets and liabilities "held for sale" in the 
condensed consolidated balance sheet as follows (in millions): 

Assets: 
Cash 
Other assets 

Liabilities: 
Accounts payable and accmed acccss costs 
Debt obligations 

Cumulative translation adjustments 

Net assets of discontinued operations 

A.~,~et, .. HeMfoF Sale 

Successor 

Compan~ 

As of 

Scptl'mhcr 30, 2004 

s 13 
20 

33 

21 
7 

2 

2003 

S 2.205 
2,025 

39 
(145) 

7S 

S (41 

The Predccessor Company deemed Mr. Bemard J. Ebben; ("Mr. Ebbers"). its former Chief Executivc Officer, to be in default of the terms of a Promissory Note 
he signed to the Company dated April 29, 2002. The Promissory Note was secured by Predecessor Company stock as well as Mr. Ebbers' equity interests in 
certuin enterprises. On May 29, 2003. the Predecessor Company entered into un agreement to sell one of Mr. Ebbers' properties, Douglas Lake, and on July I. 
2003, the Bankruptcy Court approved the sale of the property. As a result, the Predeccssor Company reclassified the asset in its consolidated balance sheet as 
held for sale effective July 1, 2003 under SF AS No. 144. The carrying value of the property wus 554 million as of December 31,2003. The property was sold in 
February 2004 for approximately 550 million, which was net of disposal costs. The Company received approximately 537 million in net proceeds in connection 
with the closing, and expects to receive additional proeeeds of up to approximately S 13 million, pending the resolution of certain tax mailers and the final 
determination of any indemnification claims made by the purchaser pursuant to the purchase agrecment. 
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The Company recorded the cstinmh." luss 01'54 million as selling. general and administmtin: expenses in the condensed cunsolidaled statement of opcr<ltions for 
the Ihrcc month period ended March 31 . 2004 . 

(9) Debt 

Debl consisted of the following a!l of September 30. 200411nd December Ji. 200) (in millions): 

5.1J0t<% Senior Notes Due 2007 
6.6t<~% Senior Notes Due 2009 
7.735% Senior Notes Due 2014 
Embratclloans 
Capi tal teases and other (maturing through 2023) 
Di s,,'ount 011 Seniur Notes 

Tolal 
Less: current portion 

Successor Compan~' 

As of 

Seplcmh('r 30, 200~ 

SI,983 
1.9X3 
1,699 

273 

5,938 
35 

55,90J 

A~ of 

f)cccmhcr 31. 2003 

S 

$ 

1,983 
1,983 
1,699 
1,574 

322 
(114) 

7.447 
JJO 

7,117 

All ofth..: outst<lnding debt of Embratci was removed from the Company's condensed consolidated balance sheet when the Company compl..:ted ils sale of 
Embratcl in Jul),. 2004 (sec Note 8). 

Sellim' .votes Dlle' 1007. 20(}9 and 2(}14 

Pursuant to the Plan , the Company isslled approximately S2.0 billion principal <llllount 01'5.908% Senior Notes due 2007 (the "2007 S..:nioT Kotcs"). 
approximatcly 51.0 billion principalllmount of 6.688% Senior Noles due 2009 (the "2009 Senior Notcs") and approximately S 1. 7 billion principal amount of 
7.7]5% S~'nior Notl:s due 2014 (the "2014 Senior Notes" and. together with thl! 2007 Senior Notes and the 2009 Senior Notes. the "Senior Notes" Of 

" Indentures" ). The Senior Notes arc senior unsecured obligations of the Company and arc guaranteed by all of the existing and future domestic restricted 
subsidiaries oflbe Compilny . 

Tt'll' 200 7 Senior Notcs. Ihe 2U09 Senior Notes and the 2014 Seniur Nol es manlre on May I , 2007. May I. 2009 llOd Mily I . 20 14 . respt't" livcly. Interest on the 
Senior NOles is payable semi - annuall y in ilITeiUS. The initial interest rales oflhe Senior Noles arc 5.908% . 6.688% and 7.735%. rcspecti vely. The initial interest 
rate is subjel·t to reset alkr the Company has applied for and receiv..:d ratings for the Senior Notes from Moody's Investors Servk'e ("Moody's" ) and Standilrd & 
Poors Corporation ("S&P"). The mljuslmcnt could result in a change in the interest rail'S on the Senior Notes rangin!; from (a) <I decrease o f ].0% if the Seniur 
Notes lire ,,,Ied Baa3 or higher by MOtXIy's and BBR-- or higher by S& P to (bl un innease 00.0% iflhe Scnior Notes arc r.tted lower than BJ by Moody's and 
lower Ihan R- by S&P. Iflhe Senior Noles lIrC rated between Ihe levels indicmed, Ihe interest mles on the Senior Notcs wi ll chan~c to a lesscrde!!rec. Iflhe 
Company fail s to obt;lin mlings on the Senior Notes from Moody's lllld S&P within two yeurs from Ihe date of issue. Ihe interest rate on each of the S,,'nior Note 
issues !I1l,1 1I be increased by 1.0%. 

Commencing on Ma)' I , :2005 with respect to the 2007 Senior Notes. May I. 200tJ with respect to the 2009 Senior Kotes <lnd May I. 2009 with respect to the 
2014 S..:ni{Ir Notes. the Company will have the right to redeem some or nil of the Sellior Notes. The initial call prices equal 102.454%. 102.844% <lnd 103.3675% 
of the prim:iPlll amount. respectively. plus accrlled and unpaid interest. III :Iddition, the call prices for the 2007 Senior NOles. 2009 Senior Notes and the 2014 
Senior NoteS ther~ancr decline ratably for a period of olle year. two years and Ihre~ years, respectively, unlillhe call pril.:e equal!l 100% of the principal amount. 
Prior to the call dates 
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applicable to the Senior Noles, the Company may redeem some or all of such Senior Notes by puying u "muke whole" premium based on U.S. Treasury rates. 
At any time prior to Muy I. 2007. the Company may redeem up to 35% of the aggregate principal amollnt of eal'h serics of Scnior Notes at a price cqual to 100% 
of the principal mnount plus a premium equal to thc coupon with the net cash proceeds of an equity offering. 

Upon the occurrence of a change of control. the Company will be obligated to make an offer to purchase all of the outstanding Senior Notes at a price equal to 
101 % of par vallie plus accrued interest. Also. the Company will be required to make an offer to pun.:hase the outstanding Senior Notes at a price equal 10 100% 
of par value plus accrued interest with "excess proceeds" of certain asset sales. 

The Senior Notes arc subject to typical affirmative and negative covenants for securities of this type, including covenants that limit the amount of debt the 
Company may incur and restrict the Company's ability to make cash distributions, im'estments in third parties and engage in asset sales or other specified 
transactions. 

The Senior Notes arc subject to customary events of dcf~\Ult including any failure to make payments of interest (for a period of 30 days) or principal on the Senior 
Notes, failure to comply with the affirmative and negati\'e covenants, the occurrence of certain e\'ents of bankruptcy involving the Company or the acceleratiun 
of other outstanding indebtedness of the Company in excess of S I 00 million. 

The Senior Notes are subject to l'Ovcnants that limit the Company's ability to make certain cash distributions based on its cumulative net income or loss since the 
Isslle Date. The impairment charges recorded during the third quarter of2004 will nut affect the Cumpany 's ability or its current plans to continue to distribute 
excess cash pursuant to Section 5.07 of the Plan of Reorganization to its shareholders in the form of a quarterly dividend until such excess cash is fully utilized. 
The impairment charges may. however, restrict the Company's ability to make further cash distributions tu its shareholders under thc Indentures. 

Dehlol' ·· in---Poss('ssioll Fad/ily al/(I Lellel' olCI'{'clil Facililie.\· 

On July 23. 2002. the Predecessor Company negotiated its Debtor in- Possession Agreement ("DIP Agreement") for S750 million in Debtor -in-Possession 
Financing (the "DIP Facility"). The DIP Facility was amended to the amount ofSI .1 billion and was approved by the Bankmptcy Cuurt on October IS, 2002. In 
Janullry 2004, the Compllny reduced the size of the DIP Facility to S300 million. As of December 31, 2003. there were no advances outstanding under the DIP 
Facility. The Company had S77 million of letters of credit outstanding under the DIP Facility. S47 million in undrawn letters of credit that were issued under a 
S 1.6 billiun credit f~lcility and Digex had a letter of credit of S I million under a separate credit facility as of December 31,2003. 

On the Emergence Dllte, the DIP Facility was terminated. Approximately S 1 00 million in letters of credit were rolled over to new leiter of credit facilities entered 
into on the Emergence Date with JPMorgan Chase Bank, Citibank, N.A. and Bank of America. N./\. (the "Letter of Credit Facilities"), The Letter of Credit 
Facilities pro\'ide for the issuance of letters of credit in an aggregate f~lce amount of up to S 150 million (the '·Commitment"). In addition, the Company pays a 
facility fee under the Letter of Credit Facilities equal to .05% per annum uf the daily amount of the Commitment (whether uscd or unused) . If any fcc or other 
amount payable under any Leiter of Credit Facility is not paid when due, additional interest equal to 2% per anllum plus the federal funds rate (determined in 
accordance with such Letter of Credit [llcility) will be incurred on the overdue amount. The Letter of Credit Facilities matun.' in April 2005. As of September 30, 
2004, under the Letter of Credit Facilities, the Company had 5124 million letters of credit outstanding, S 12 million in availability. and S 14 million reserved for 
issuance. During the nine--munth periud ended September 30,2004, the Company pledged SI41 million in cash as collateral for its outstanding letters of credit of 
which 5137 million orthe cush has been classified as restricted cash in other current assets and S4 million has been classified as restricted cash in other 
long--term assets in the condensed consolidated balance sheet. On October 12, 2004, the Commitment under the Letter of Credit Facilities was increased from 
5150 million to 5300 million. 
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(to) Aeeumulah'd Other Comprehensive Loss 

AC'cu11lulnted other comprehensive loss is comprised of foreign currency translation 'lI.1justmcnts and unrealized gain (loss ) on available - for · sale sec urities. The 
following table sets forth th C' changes in accul1lulnteu othC'r comprehensive loss. net of tux (in milliol1s): 

Net (loss ) income 
OlhC'r l"omprehcnsi\'c loss: 
Foreil:!n currClll'y translation adjustments 
L'mC'alizC'd (loss) gain on available --for !'Uk SCCllri lies 

Total co mprehensive loss 

Succ('S~or 

(: uOIp:mf 
I~r('d«t'~sur 

CtHIIPII"~' 

Thrl'c-:\Ionth t'('rlod t:nded 

Scptcmtwr 30. 

2UU4 2003 

S(1.19S) S (55) 

20 ( 14) 
(3 ) 5 

S(1 .)81) S «(4) 

SU('ct'uor 
Comp:lo,· 

"[t'dt'(tssor 
Cump;m,· 

.\" inl'-:\Ioolh t'~' ri od t;ndl'd 

Septemher 30. 

2004 2003 

5(3 .857) S 5 

(2) (21) 
(7) " 

S(3,866) S (10) -
Due 10 thc adoption of frc.~h · stan reporti ng at December 3 1, 2003, the Company':; m;l.:umulatcd other comprehensive lo ... s was adjusted to zcro and. at.:cordingly, 
olher m mprehellsive loss lo r the ninC"month period ended ScplC'mber 30. 2004 is cquillto its 'Kcumulated other eomprehensi\'e loss in ib September 30. 2004 
condcnsctl consolidated balalll'c sheet. 

(II) Emplo~'ee Benefit Plans 

The Company maintain s two ddined benelit pension pillns, the MCI Communications Corporation Plan and WorldCom International Data Servil.:c!i., Inc. Plan 
{(;(l l1 (,(· tivc1y. thc "MCI Plans" ). which co\'('r substantia ll y all Mel employees who bel.:ame WorldCom employees as u re!'tult of the Company' s merger with Mel 
Commllnications, Inc. and who work 1.000 hours or more in <I year. Effective January 1. 1999, participants of the MCI Plans no longer cam thlu rc compensation 
credits. although intercst l.lccmals and benefit vesting eOl1linues. 

The Company also maintained u postretirement benclit plun that provides health and life insurance bene fit s to uni on members who arc either t'urrently retired or 
in active employee stiltus and have satis ried (,l'rtain eligibility rl'quircments. Aetuariall y dctcrminl-d postret iremen t benefit costs arc accrued as active employees 
earn these benefits. 

The Company adoptcd Sf I\S No. 132 (R) on December -' I, 2003. The components of thc net postretirement bcnclil ,\t1U Jlension costs for the th ree ami 
nine - month periods ended Septcmber 30, 2004 lUld 2003 were as follows (in millions): 

Interest cost on accumulatcu postretirement benefit obligution 
Expected rcturn on plan assets 
Amortization of net loss 
Curtailment lo!'!' 

N(: t pcri<x1ic benefit (income) e)(pensc 

SOCCl'nor Company 

ThrCI'-:\tnnth Pl'riotl End ~d 

Scplemlwr _'0. 20().t 

"l'lIsion 

nl'n efi t~ 

S 6 
(X) 

S (I) -

l'o~lrl'ltr l' OI('lIt 

Hcnl'Ou 

S 

S 

Pn'dcceuor COmplll1~ 

Thn'l'-.\tunth )' triod t:nded 

Scptl'nlhtr 30. 2003 

" "nsiun 

Hcndib 

S 7 

S 

(7) 
I 

"'Il l rctin'OIenl 

Hcnefils 

s 

s 
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Succcssor Company 

:\inl.'-:\lonth l'l.'riod End('d 

September -'0, 2004 

I'rcd('cl.'ssor Company 

:\ilU'-.'lonth l'l.'riod End(,d 

Septl.'mb('r -'0. 200-' 

1'l.'llsion 

R('nefits 

Postretirement 

RI.'IU'fits 

l'l.'nsion 

Hendih 

I'ustr('lircm('nt 

Rendits 

Interest cost on accumulated postretirement benefit obligation 
Expected return on plan assets 
Amortization of net loss 
Curtailment loss 

Net periodic benefit (income) expensc 

S 20 
(24) 

S (3) -

$ 

S 

2 

3 

S 11 
(21) 

2 

S 2 

s 2 

S 2 

The Company docs not expect to contribute to its defined bcnefit pension plans in 1004. The Company madc contributions of S 14 million to these plans in the 
three and nine- month periods ended Septcmber 30, 2003. The Company's estimales of its defined benefit pension plan contributions rence! the provisions of the 
Pension Funding Equity Act of 2004, which was enacted in April 2004. No contributions werc madc by the Company to its postretirement benefit plan during thc 
threc and nine month periods ended September 30, 1004 and 1003. 

(12) Sharcholders' Equity 

Mel COmlll(UI Stock 

On April 20, 1004, the Company emerged from Chapter II. The Successor Company is a DcJaware corporation <lml fi\cd 11 new certificate of incorporation 
("New Articles"). The New Articles authorized 3,000,000,000 shares of ncw MCI common stock with SO.OI par value. In addition to any other approval required 
by law, any action to effect a stock split or reverse stock split of the common stock within one ycar after April 20, 2004 shall require the approval of the holders 
of at \cast nlncty--five percent (95%) of the shares of common stock then outstanding. 

MCI Shurelwltier Rigl!t.\· Pia" 

On April 20, 2004, the Board of Directors ofMCI declared a dividend of one right ("Right") for each outstanding sharc of MCI Common Stock to stockholders 
of record on that date. The Rights become exen.:isablc upon the earlier of: (i) ten days following a public announcement by another person or group that it has 
acquired beneficial ownership of 15% or more of the outstanding shares of common stock; or (ii) tcn business days following the commencement of a tender 
offer or exclwnge offer to acquire beneficial ownership of 15% or more of the outstanding shares of common stock. Certain qualifying tender offers made to all 
stockholders will not trigger the Rights. The Rights expire on the date of the 2007 annual meeting, unless earlier redeemed at a price of 5.00 I per Right. If the 
Rights become exercisable. upon payment of the exercise price of the Right (which was initially set at 575.00 per right). holders may receive (a) MCI common 
stock with a market value equal to twice the exercise price or (b) common stock of an aequirer ofMCI with a market value equal to twice the exercise price. 

Stock-ha.\·ed Cmllpen.mti(JII 

The Company originally estimated that 5 I H4 million of deferred stock-based compensation was required upon the issuance of approximately H.6 million shares 
of restricted stock th<lt were grantcd on the Emergence Date. Based on the fair value orthe Company's slock at date of grant, the Company redl\l;ed the amount to 
5170 million. The amount is being amortized over the vesting period of three years on a straight -line basis. The Company recorded approximately 51 million and 
54 million to costs of services and products and approximately 
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S 1 0 million and S 19 million to selling, general and administrative expense in its condensed consolidated statements of operations during the three and 
nine- month periods ended September 30, 2004, respectively. In addition, the Company reversed approximately S6 million llnd 516 million of deferred 
slock--based rompensation related to shares that will not vest due to employee terminations during the three and nine month periods ended September 30, 2004, 
respectively. 

On August 18, 2004, the individual award agreements under the MRSP were amended to allow for the conversion of Restricted Stock Units into shares of 
Restricted Stock (with onc Stock Unit converting to one share of Restricted Stock) and the payment of dividends on unvestcd Rcstricted Stock shares. The 
conversion from Restricted Stock Units into shares of Restricted Stock was not allowed for any units held internationally or that had been deferred under the 
Dd'crred Stock Unit Plan. Dividends paid on un vested shares of Restricted Stock arc considered compensation to the employee, 

Employee SIOt'k Pu,dww PIa" 

During the third quarter of 2004, the Company initiated its ESPP. Lnder the terms of the ESPP, a maximum on.2 million shares of MCI rommon stock are 
authorized for issuance. All eligible employees, during a period prior to the offering date of the ESPP. were allowed to elect to purdmse shares ofMCI rommon 
stock al H5°'o of the lower of the closing price on the beginning of the offering period of August 2. 2004 or on the exercise date of December 31,2004. 
Contributions are made through payroll deductions. and they cannot exceed 15% of the employee's compensation. Contributions are held in esrrow until 
December 31,2004, when Ihe accumulated contributions will be applied to the distribution of shares. The ESPP is accounted for using the intrinsic value -based 
method of APB No. 25 and no compensation expense was recorded. However, the [SPP does not meet the criteria as set forth in SF AS No. 123 for 
noncompensatory plans and therefore is deemcd compensatory for disclosurc purposes only. 

DMtiemls 

On August 5. 2004, the Board of Directors declared a cash dividend ofS0.40 per sharc. On September 15,2004, the Company paid SI27 million to shareholders 
of record on September I, 2004, As the cash dividend was a return of shareholder capital, it was recorded as a reduction of additional paid--in capital in the 
shareholders' equity section of the Company's condensed ronsolidated balance sheet. On Odober IS. 2004. the Board of Directors. pursuant to Section S.(J7 of 
the Plan and continuing its distribution of the Company's excess cash as a return of capital to shareholders, declared another cash dividend of S0.40 per share 
payable on December 15, 2004 to shareholders ofrerord on December I. 2004. 

(13) Commitments and Contingencies 

The filing of the Chapter II cases automatically stayed proceedings in private lawsuits relating to pre -petition claims as to the Debtors. The Plan specifics how 
pre petition litigation claims against the Debtors will be treated following the Debtors' emergence from bankruptcy, Claims arising after thc filing date will not 
be discharged following emergence. 

Right--ol-- Way Litigatiol1. Between September 199H and Febmary 2000, the Predecessor Company was named as a derendllnt in three putative nationwide and 
thirteen putative state class actions involving liber optir cable on railroad, pipeline and utility rights- of -way. The complaints allege that the railroad. utility 
and/or pipeline companies from which the Predecessor Company obtained consent to install its tiber optic cable held only an easement in the right-of--way, and 
that the ronsen! of the adjoining landowners holding the fcc interest in the right of -way did not authorize installation. The complaints allege that because such 
consent was not obtained, 
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the fiber optic network owned and operated by the Predecessor Company trespasses on the property of putative class members. The complaints allege causes of 
action for trespass. unjust enrichment and slander oftitJe. and seck compensatory damages, punitive damages and declaratory relief. 

The Predecessor Company executed a seUJcment agreement in Febmary 2002 regarding all right of way litigation in Louisiana and in June 2002 regarding all 
other railroad right· of-way litigation nationwide. lIowever, following the Petition Date the Predecessor Company opted out of the nationwide settlement 
agreement because the Oregon court did not approve it. and thc Predeccssor Company did not clcct to procccd to seck approval in Illinois. During the bankruptcy 
proceedings. the Predecessor Company rejected the Louisiana right of way settlement agreement. The Company accrued for its estimate to settle the litigation 
as of September 30, 2004 and Decembcr 31,2003. 

SEC l.cIII·.wil. The Predcecssor Company and variolls currcnt or former directors, officcrs and advisors were namcd as dcfendants in a number ofluwsuits 
alleging violations of federal and state securities laws and related claims. 

On June 26. 2002, the SEC filed suit against the Predecessor Company and certain members of former management for violations of sections I O(b) and 13(a) of 
thc Exchange Act and SEC Rules lOb '5, l2b 20. l3a I and 13a 13, alleging that from at Jeast the first quarter of 2001 through the first quarter of2002, 
WoridCom defrauded investors by disguising its true operating performance via improper accounting methods that materially overstatcd its income by 
approximatcly S3.9 billion. On November 5, 2002, thc SEC tiled an amendcd complaint that broadcned thc scope of the claims, including a claim undcr section 
17(a) of the Securities Act, to rellect among other things the Predecessor Company's disclosure that the overnll restatements could total in excess ofS9 billion. 
On May 19,2003, thc SEC filed a second amended complaint that added a claim for disgorgement of unlawful gains obtained as a result orthe allcged 
misstatements. 

On November 26. 2002, the Predccessor Company consented to the entry of a permanent injunction that partially resolved claims brought in this suit. The 
injunction imposes certain ongoing obligations on thc Predecessor Company and permitted thc SEC to seck a civil penalty from thc Prcdccessor Company. 

On May 19,2003, the Prcdeccssor Company announced a proposed settlemcnt with the SEC regarding a civil penalty. Pursuant to the initial proposed settlcmcnt, 
the Predccessor Company would satisfy the SEC's civil penalty claim by payment of S500 million upon thc effcctivc date of thc Predecessor Company's 
emergence from Chapter II protection. On June 11,2003, the Predecessor Company consented to the entry of two orders dealing with internal controls and 
l'orporate govcrnancc issucs that modified certain of the ongoing obligations imposed in thc pcrmancnt injunction cntered on November 26, 2002. On July 2 and 
3,2003, the Predecessor Company filed documents in the District Court modifying the proposed settlement. Pursuant to the revised proposed settlement, the 
Predeccssor Company would satisfy the SEC's civil penalty claim by payment of S500 million upon the cffcctivc datc ol"lhc Prcdecessor Company's emergence 
from Chapter 11 protection and by transfer of common stock in the reorganized company having an agreed value of S250 million (based upon the value set forth 
in the Plan). On July 7. 2003, the District Court issued an ordcr approving thc proposcd settlement. On Septcmber 3,2003. onc ofthc Predeccssor Company's 
creditors filed a notice of appcal of this order to the U.S. Court of Appcals for the Second Circuit. On August 6, 2003. the U.S. Bankruptc)' Court for the 
Southern District of Ncw York issucd an ordcr approving the proposed settlement. On August 18, 2003. certain creditors filed a notit'e of appeal of this ordcr to 
the U.S. District Court. Pursuant to agreements entered into in connection with the Second Amended Plan of Reorganization. those creditors withdrew their 
appeals upon the consummation of the Plan. The District Court's order provides that the funds paid and common stock transfcrred by the Predcccssor Company 
in satisfaction ofthc SEC's penalty claim ofS2.25 billion will bc distributed pursuant to thc fair funds provisions of the Sarbanes- Oxley Act of2002. The 
Company paid S500 million on the Emcrgence Datc and transferred 10 million sharcs shortly thereaftcr. 
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On December 17, 200). the United S1UIes DistriCI Court for the Southern Distritt ofNcw York issued an order further nuxli(ving its November 2(1. 2002 order. 
The December 17. 2UO) order direded the Predecessor (·ompany 10 submit II repon dcsnibing the :-.tatus 01" certain of the Prcd(.'(.'cssor Company's intcrnall"Ontrol 
clforts to thl' District Court . Corporate Monitor Rich'lrd Rre(.-den, and thc SEC; and dire(ted the PrcdL'Ccssor Company to cmlSC Deloittc & TOudl( LLP 
C'DcloiIlC"), whkh has al'lcd a~ a consuitllnt to .the PrL'tlccessor Company with respect to internal (onlrols, to submit a similar rejlQrt. Thc Predecessor Company 
and Dc!oitte submitteu their repuns on IJl'Celllber 24. 2003. 

The Company hus fl'sol\"ed ,III daims brought by the SEC in this sui t. The Compuny remains subject to the ongoing obligations imposed by the permanent 
injundion entered hy the Cou rt on November 26,2002, as modified, including the oversight of Corp urate Monitor Richard Breeden, 

ERISA UrigaliolJ. On Murch I H, 2002. one current ,md one tonner empillyee filed suit in federal court in California against the Predecessor Company and two of 
ils former e.""ecutivc ollicer~ on bchalf of II putative class of parlicipunts in the WorldCom 401 (k) plan and its predecessor pluos, ~'Iaiming Ihal defendants 
breached thl!ir fiduciary duties under the Employee Retirement Income Se\'tlrity Act (,'ERISA") with respect to the administration ofthc plans by, among other 
things. misr~'presenting th\· Predecessor Company's financial results lind by 1I110wing plan participants to continue to invest in the Prcd\.'eessor Company's stock 
as one of their plan options. Following the Predecessor Company's JUlie 25, 2002 , restatement announcement. participants in 401 (k) plans for the Predecessor 
Company and vurions uf its affiliates filed upproximatcly IS additiOllll1 pututivc class action suits against the Predecessor Company und certain of its executive 
ollieers in federal courts in New York, Mississippi, Florida, Oklahoma, and the District of Columbia. 

On July 10,2002, certain orlhe Predecessor Company's director.~ submi Hed to Ihe Judicial Panel on Multidistrict Litigation (the "Panel ") motions 10 centralize 
these actions. On O(tober tL 2002. the Panel issued an order ~'entralizing )9 cases arising under the federal securities <lnd ERI SI\ laws before Judge Denise L. 
CoIl' in Ihl' United States Dislrict Court for the Southern District of New York. On September IS, 2002, Judge Cote entered an order l.'onsolidating the ERISA 
\'llse:. pendin!,; in the Southenl Distril·t of New York, and thereafter designated lead plaintitTs for the consolidated cases. The Punel subsequently enlered final 
orders trllllsferring initial and additional ClIses to Judge Cote for \'onsolidated or cO(lrdinllted IlTelTial proceedings. 

On December ~O. 2002. Ihe leod plointifTs tiled a consolidoted wmpl;linl allc£ing Ihat detcndants breached their fidUl'lllry dUlies under ERISA .md s\'Cking 
damages and other relief. The \'omp),lint, whil:h was llmended January 24 , 2003. 50ughtlo n.'rtify u cla:-s of persons who participated in the WorldCom 401(k) 
plan and (crtain prede(L'ssor plans during the period from at !e'lst September 14, 199M. to the present. On January 24, 200.1. del,-:ndan1s filed motions to dismiss 
the amended (omplaint pursuant to Fed.R.Ci\" .P. Hra). 9(b), and 12(b}(6), asserting that the wmpluint failed to allege Ihat the individual defendants were ERISA 
fiduciaries of the 401 {k} Salary Savings Plan and, Ihen:tore, cannot be li able for fiduciary breach claims. On June 17, 200), Judge Cote issued a uccisioll granting 
the motion to dismiss tiled by the former directors and certain employees and denying the motions, in whole or in part. filed by other defendants. 

On July 25 , 2003, Judge Cote issued an order establishing a schedule for class ecrtifinltion proceedings, initial discovery and the filing of an amended complaint. 
Lead plaintiffs subsequently tiled second and third amended complaints pmsuanl to Judge Cote's July 25 order. The third amended complaint charges the 
defendants with brenehing their tidueiary duties under ERISA. Certain individual defendants tiled ajointmotion to dismiss the third amended complaint on 
October I), 200.1 . Rriding on the motion to dismiss was completed on November 14, 2003. On January 15.2004, the U.S. Dep<lrtmenl of Labor tiled an amicus 
briefin opposition 10 the individual defendants' molion to dismi ss . The individwll defendants filed a response to the Secretary 's I\mil:us brief on January 30, 
2004. 
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On September 12.2003. lead plainliff.>; also filed a motion for class certification on their dllims. The defendants filed ajoint motion opposing cI:ISS certi licalion 
on Odober J I. 2003. 

On July 6. 2004. plaintiffs filed a Motion for Ordcr rrcliminarily Appro\'ing $L·tlicmelil . Cenif}, jng a C lass. and Sellin!; a fairness Ilearing: (the '"Mol ion"). 
Attached to the Molion was a fu ll y C!(ccutcd Sculemcnt A~reemenl between the plaint iffs lind the Company. the Company's fid ul:iary liabi li ty insumncc cllrrierli, 
and all urthe individual defendants. with the c!(ceplion ufSeoll Sull i\';111 und Merrill L)'llch Tmsl Company, F.S.B. (the "Settlement AgrL·emellt"). 

The Settlement AgreeJl1L'nt provides for Ihe creation of a Scttlement fund ~'onsisting of the following: (I) upproximatcly S47 milHon in cash, and (2) another 
potential amount between S450.000 and S4 million in a promissory llote from former WorldCom, Inc. ChiefExcl:lItive anker, Mr, Ebbers. The cash will be put 
into the fund by the Company, Mr. Ebbers, and the Company' s fiduciary liability insurance carriers, bolh primary and excess. The Company' s contribution to the 
settlement funu was upproximatcJy S23 million which was paid in September 2004. 

The Settlement Agreement was approved by the Bankruptcy Court and nn independent fiduciary for the 401 (k) Plan. On October 15, 2004, Judge Cote approved 
the settlement. 

S/(//(;' Tax. In I:onjullclion with the Predecessor Company's bankruplcy claims resolution proceeding, certain states llilve filed claims concerning the Predecessor 
Co mpany' s state income tax filings and its approach to rclated"' party charges. To date. various states have filed proofs ofC\uims in Ihe uggregale amount of 
approximatdy S750 million. In addition, the State of Mississippi hlls filed II claim in the aggregate amount of approximatel y S2 billion. The Company is in 
discussions with the appropriale statc taxing officials on these and other simi lar issues relulcd 10 slate incomc taxcs owed by the Compan y and its subsidillrics. 

On Mnn:h J 7, 2004. the Commonwealth of Massachusetts 0 11 bclllllf of ilself and th irteen other slutes tiled 1I motion to disqualify KPMG LLP (" KPMG") from 
sen'ing as the Company's accountant. auditor and lax ad\'isor on the grounds thai KPMG is nor disinterested as rcquin'd by Sloction 327(a) of rhc Bankruptcy 
Code. The Company believcs Ihat the lilin£ of this motion is OIerdy a liligalion Inctic and rhal Ihe mol ion has no merit. The bankOlptc)' court held hellrin£s on 
tho: mOlion. at the condusion of which the bankruptcy court took the mailer undcr advisement. On June .10. 2004 , the b.mkruplcy ~'ourt denied Ihis molion and the 
Sillies have appealed the order denying the motion. 

UI11£'r. The Company provides indemnifications of\'arying SL~UPC ilnd size 10 cerlain cuslomcrs against daims ofinlcllcrrual property infringement made by third 
parties arising from the usc of its produt'ls as are usual.lnd customary in rh e Compnny's business. Addi tionally. the Comp(IIlY provides indemnifications in 
certain leusc ilgrccments in which it agrees to absorb the increased co~t to the lessor rcsulting from'lIl adverse change in I:erlain tax laws. which arc usual and 
customary in leases ofthesc types. The Company evaluates estimated los!'es fo r such indi.'mnifications under fASH Illterpretfifion No. 45, "Glltll"lmlor.\·· 

Ac:c'fI/lI/l iu}f (md Disclosure Reqlfirelllelllslor GI/aral//('e.\', JudI/ding Jmlin:cl GU{//"{/lIIee.\· of"/ndehlednes.\' orO/hers." In rclatiol1 to Ihc indemnification in certain 
lease agreements, as the indemnificlltions arc contingent on tax law changes. the maxillllllllamollnt of loss cannot be estimated untillherc is at'lually a change in 
tax law. To date, the Company has not incurred significanl costs as n result ofsm'h obligations and has not accrued any liabilities related to sUL'h indemnifications 
in the condensed consolidated financial statemenls. 

In the normal course of business, the Company is subjcct to other proceedings. law~uits and claims. inl:luding proceedings under governmenf laws and 
regulations related to environmental and other matters. Such lTlallcr~ arc subj ect to many uncertainties and outcomes :.Ire not predictable with assuranl:e. 
Consequenlly. the Company is unable to ascertain the ultimate aggregate amount of monetary liability or financial Impact with 
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respect to these matters at September 30, 1004. While thl.!se mailers could atfect operating results when resolved in future periods. based on current information, 
the Company docs not belicve any monetary liability or financial impact would be material to its consolidated financiail.'onditioll. results of operations, or cash 
tlows. The Company. where appropriate, accmed for its estimates to settle outstllnding litigation as of September 30, 2004 and December 31, 1003. 

(14) Business Se~ment Information 

The Company's businl.!ss segments represent strategic business units based on the types of customers each segment serves. These business segments consist of 
Enterprise Markets. U.S. Sales & Service, and Intemation<ll & Wholesale Markets. These business segments were determined in aecordal1l:e with how the 
Company's executive management analyzed, evaluated and operated the Company's entire global operations since the second quarter of 2004. 

In March 2004, the Comp,my ehanged its segment reporting by realigning its previous business segments into three new business segments: Enterprise Markets. 
U.S. Saks & Service, and International & Wholesale Markets. Enterprise Markets serves the following customers which had been served by Business Markets in 
the past: global accounts. government accounts. conferencing and MCI Solutions customers. U.S. Sales & Sen'ice serves the previous Mass Markets accounts 
and certain commercial accounts. International & Wholesale Murkets serves customers internationally, as well;ls the Company's wholesale accounts that were 
previously included in Business Markets. The Company began operating under these new segments in the second quarter 01'2004. 

In addition, the Company developed methodologies to fuBy allocate indirect costs that were previously reported in Corporate ami Other to the new business 
segments. These costs include expcnses associated with the operation ofthe Company's network, access costs and costs of services and products, indirect selling, 
general and administrative expenses, depreciation and amortization, impairment charges. and corporate functions. The Company allocated the third quarter 
impairment charges using the same methodology used for depreciation and amortization expense. The allocation methodologies are based on statistical and 
operational data that is generated from the Company's continuing operations. These amounts can fluctuate based upon the performance of the individual 
segments. 

As a result of the realignment of its segments and the allocation of indirect costs on a segment basis, the Company changed the way it manages its business to 
utilize operating income (loss) information to evaluate the performance of its business segments and to allocate resources to them. The Company has restated the 
results of its business segment data for the three and nine ' month periods of2003 into the new business segments for comparability with current presl.!ntation. 

Embratcl's results of operations. which were previously reported in a separate business segment. have been reclassified to discontinued operations for all periods, 
and therefore have been excluded from this business segment information for the three and nine 'month periods ended Septembo.:r 30. 2004 and 1003. 

BII .• dlle.'iS Segmem.\· 

The following is a description of the Company's business scgmcnts: 

Enterprise Markets includes Global and Government Accounts. as well as Conferencing and MCI Solutions businesses. Global Accounts provides 
telecommunications services to large global customers requiring international and complex network services. Government Accounts provides similar 
sen'ires to various government ageneies. In both cases, these services include local' to" global business data. Internet, \'oice services and managed 
network servires. 

U.S. Sales & Service segmcnt serves Mass Markets accounts which include subscription' based residential and very small business accounts, and 
transactional products including 10 10· 987, 
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I () I () 220, I 800 COLLECT, MCI Prepaid card, as well as Commercial Accounts which serves small to medium-size business accounts. 
Commercial Accounts also indudes the Company's Skytcl business, which provides wireless email, interactive two way messaging, wireless 
telemetry services and traditional text and nUnleric paging to customers throughout the United States. 

International & Who1csa1c Markets provides telecommunications services to business customers and telecommunications carriers in Europe. the 
Middle East and Africa (collectively ··EMEA"). the Asia Pacific region, Latin America and Canada. These servkes include voke 
te1cwmmunications. data services, Internet and managed network servkes. This segment also serves the Company's domestic and international 
wholesale accounts. 

All revenues for the Company's products and services arc generated through external customers. The Company has three main product and service categories: 
Voice. Data and Internet. 

/\s of September 30, 2004, the Company had not developed a methodology to allocate assets among its business segments. As such, no segment assel amounts 
have been reported in the tables below. financial information for each oflhc Company's reportable business segments is as follows (in millions): 

Revenues: 
Voit'e 
Data 
Internet 

Total revenues 
Costs orsales and services 
Selling, general and administrafive expenses 
Depreciation and amortization expenses 
Loss on property dispositions 
Impairment charges 

Operating loss 

Revenues: 
Voice 
Data 
Intefllet 

Total revenues 
Costs of sales and services 
Selling, general and administrative expenses 
Depreciation and amortization expenses 
Loss on property dispositions 

Operating income (loss) 

Three-.\lonlh "criod Endrd Scplrmbl'r 30. 2004 (Succenllr Compan~') 

Enl!,'rprisr .\Iarkrls 

5 454 
577 
161 

1,192 
719 
238 
127 

3 
870 

S (765) -

U.S. SaIl'S & Service 

s 

s 

1.672 
383 
IX3 

2,238 
l,lX4 

726 
227 

2 
1,627 

Inll'rnalional & 

Wbolesale .\larkcls 

s 

s 

990 
347 
309 

1,646 
1,306 

182 
139 

2 
1.016 

(1,099) 

Tbrl'l'-\Ionlh Perind Endl'd Sl'plember 30. 2003 (I'rcdccl'§sor Company) 

[nll'rprisl." :\lurkets 

S 465 
622 
206 

1.293 
779 
287 
167 

4 

S 56 -
30 

l1.S. Sail'S & Sl'r\'icl' 

s 

s 

2,034 
482 
175 

2.691 
1,394 

980 
218 

I 

98 

tnternalional & 

Wbulc~alr :\larkl."ts 

5 

$ 

1,150 
459 
376 

1,985 
1,462 

380 
217 

3 

(77) 

Tolal 

S 3,116 
1.307 

653 

5,076 
3,209 
1,246 

493 
7 

3.513 

5(3.392) -

Total 

S 3,649 
1.563 

757 

$ 

5,969 
3,635 
1,647 

602 
8 

77 -
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Revenues: 
Voice 
Dutu 
Internet 

Total revenues 
Costs of sales and sen'ices 
Selling, general and administrative expenses 
Depreciation and amortization expenses 
Loss (gain) on property dispositions 
Impairment charges 

Operating loss 

Revenues: 
Voice 
Data 
Internet 

Total revenues 
Costs of sales and services 
Selling, general and administrative expenses 
Depreciation and amortization expenses 
Loss on property dispositions 

Operating income (loss) 

EnlcrpriSl' .'lIIrkets 

51,375 
1,723 

506 

3,604 
2,215 

814 
404 

I 
870 

5 (700) -

.,\irw-:\Ionlh I'l'riod Endl'd Sl'pll'miJrr 30, 200-4 (Sllccrssor Company) 

lJ.S. Sa1cs & Sen-icc 

5 

5 

5,180 
1.226 

550 

6,956 
3,770 
2,400 

660 
(I) 

1,627 

(1,500) 

Inll'rllalional & 

Whulrsalc .'Iarkels 

s 

5 

3.119 
1.090 

947 

5,156 
4,086 

960 
519 

1,016 

(1,425) 

:\ine-"unlh Period Ended Seplemher 30, 2003 (Prede~essnr Compan~') 

Enterprise .\Iarkl'ls 

51,460 
1,960 

668 

4,088 
2,412 

824 
480 

8 

5 364 

31 

U.S. Sail'S & Sen'ice 

s 

5 

6,481 
1,568 

573 

8,622 
4,375 
2,939 

626 
4 

678 

Inll'rnational & 

Wholcslllc \lIIrkcls 

5 

s 

3.]32 
1,483 
1,195 

6,010 
4,364 
1,080 

614 
2 

(50) 

Total 

S 9.674 
4,039 
2.003 

15,716 
10,071 
4,174 
1.583 

3,513 

5 (3,625) -

TOlul 

SII,273 
5,011 
2.436 

18,720 
11.151 
4,843 
1.720 

14 

5 992 



Table of Contents 

1TF.]\'f 2. MANAGEMENT'S DISCUSSION AND ANAU'SIS OF FINANCIAL CO,,'DITION AND RESULTS OF OPERATIONS 

The.fi)II(}\I'illJ,: statelllents (alld ollie} sia/ell/ellls made hy /1,1) are or /Jl(i,!' cOlIslilute.fi)nnll'd - !(Joking stafe-I1/('lIfs lI'ithin the /IIetlning o/'the Prinlfe Se(,lIrifie.\" 
Liliga/ion Re.fimn Act or 1\)\)5: 

(i) W~I' stafel//el/!.\" cm/lained 01' illc0I1wraled hereill regarding po.u"ih{e or a.\'s/lJ1/ed!itful'e resufls of opcrations OrO/lr hll.\"incss, pricing Ire-lilA", the 
m(ll'kcls/iJr OUI' .\'(,I'I'i("('.I' alld prodll{'fs. (llllicipaled ('apila! expelldit/l/'e.~. Oil/' ("0,1'1 redllcliolllli/{/ op('I'lI/imllll re.\'IrIlc/lIl'illg ini/ill/iI'£'.\'. regula/OJ:\' 
del'e/oplIIC'JI{S, or ('ompelilion; 

(ii) any stale-lIIenls preceded hy . .fi)lIm\"ec/ hy. or Ihat inelude- Ille Jr()rd\" "inlend\". " "estill/ales . .. "heliel'es . .. ·'expe-c/s. " "alllicipates. " "plans .. 
"proiects, " "should. " "could" or similar (','pressiolls; (/1/(/ 

(iii) olher stafemenls CfJllfained or incorporated h.\' re.!ilrel1ce herein regarding nwl/ers 111111 are- 1101 his/orical/i.lc/s. 

You arc cautioned not to place undue reliance on these statements, which speak only as of the date this document is filed. These statements arc based on 
management's current expectations and arc subject to uncertainty and changes in circumstances. Factors that may rause actual results to differ materially from 
management's expectations include, but are not limited to: 

economic uncertainty; 

the effects of vigorous competition, including price compression; 

the impact of technological change on our business and alternative technologies; 

the availability of transmission facilities; 

the impact of oversupply of capacity resulting from excess deployment of network capacily; 

the ongoing global and domestic trend toward consolidation in the telecommunications industry; 

risks of international business; 

regulatory risks in the United States and internationally; 

l'ontingent liabilities; 

utlcert<linties regarding the collectibility of receivables; 

the availability and cost of capital; 

the outcome of pending class action and other lawsuits; 

the findings and outcome of investigations of the Predecessor Company's past accounting practices and our call routing practices; 



uncertainties associated with thc success ofaequisitions; and 

each oflhe factors discussed under " Item I- Business- Risk Factors" in our Annual Report on Form 10- K for the year ended December 31 , 2003. 

Thc CtlUliunary statements contained or refcrred to in this section also should be considered in connection with any subsequenl written or oral forward -· looking 
statements that may be issued by us or persons acting on our behalf. We undenake no duty to update these forward" looking statements, evell thuu£h our si tuation 
may change in thc future. 

T he following discussion should be read in conjunction with the unaudited condensed consolidated financial statements and rehued notes provided in Part I, Item 
I herein . and with the Management's Discussion and Analysis of Financial Condition and Results of Operations and audited consolidated financial statements 
and related notes included in our Annual Report on Fono 10 K for Ihe year ended December 31,2003. 
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Business (hen'iew 

We are one of the world's leading global communication companies, providing a broad mnge of l'ommunication services in over 200 countries on six continents. 
Eal'h day, we sen'e thousands of businesses and government entities throughout the world and provide voice and Internet communication scrvices for millions of 
consumer customers. We operate one of the most extensive communications networks in thc world, comprising approximately 100,000 route miles of network 
connections linking metropolitan centers and vllfious regions across North America, Europe, Asia, Latin America, the Middle East. Africa and Australia. We own 
one of the most extensive Internet protocol backbones, and we arc one of the largest carriers ofintcrnational \'oice traffic . Our globallnternct Protocol ("JP") 
network has been recognized for the fourth consecutive year by TelcGeography, a research division PriMetrica, Inc . as the world's most connected Internet 
backbone playing a critical role in the movement of Internet trame . Our expansive JP footprint, coupled with our direct interconnections, enables our customers 
to reach more dcstinations di rectly through our globallP backbone than any other communications provider. 

Since April 2003, we huve conducted our business primarily lIsing the brand name "MCI." As part of our financial reorganization, our predecessor company, 
WorldCom, was merged with and into MCI in April 2004. References herein to Mel, we, our lind us arc to MCI, Inc. and its subsidiaries and the Predecessor 
Company unless the context otherwise requires. 

In March 2004, we realigned our operations into three new business segments and began operating under these segments in the second quarter of2004. Effeetive 
with the realignment, our business segments arc as follows: 

Enterprise Markets serves large customers with complex communication requirements that have previously been served by the Business Markets 
segment. including Global Accounts, Government Accounts, Conferencing, and MCI Solutions customers, but excluding medium size commercial 
and wholesale aCl:ounts which were previously included in Business Markets. 

C,S, Sales & Sen·ice serves small, mid-sized and l:orporate customers. In addition, U.S. Sales & Service comprises MCI's eonsumer operation 
whkh includes telemarketing, customer service and direct response marketing . 

International & Wholesale Markets serycs businesses, government entities and telecommunications carriers outside the United States as well as thc 
wholesale accounts previously included in Business Markets. 

Our industry is undergoing significant changes. On March 2, 2004, the u.S. Court of Appeals for the D.c' Circuit (the "D.c' Circuit") issued a decision which 
vacates and remands many key portions of the Federal Communication Commission ' s ("FCC") Triennial Review Order that had established new federal rules 
governing localtelephllny competition. In particular, pursuant to challenges by the incumbent local exchange carriers ("ILECs"), the D.c' Circuit vacated the 
unbundling of local switching, which is a critical component of the unbundled network clement platform C'UNE·· P") used to serve rcsidelllial and small business 
customers. The D,C, Circuit's decision also allirmed the portions of the FCC's Order that had not required the ILECs to k:ase unbundled elements for the 
provision of broadband services. Although several petitions ,vere filed at the Supreme Court seeking review of the D.C. Circuit's decision , the Solicitor General 
and the FCC declined to seck such review. On October 12, 2004. the Supreme Court denied the petitions. On remand from the D.C. Circuit, the FCC has 
commenced rulemaking proceedings with the goal of adopting new unbundling rules by December 2004 or early 2005. Until those new rules are in effect, the 
FCC has adopted interim unbundling rules (etTective September 13,2004) to maintain certain ILEC unbundling obligations under interconnection agreements as 
they existed prior to the D.C Circuit's mandate. IUTs arc challenging the interim nl1es in the D.C. Circuit as a violation of the D.C. Circuit's decision and 
otherwise unlawful, though a ruling on their challenges is not expected in 2004. 

As a result of such decision, MCI will be forced to raise residential phone services priees in some markets and pullout of others, and has reduced its sales efforts 
pending clarity on its future pricing struchlre. We may take more significant action once I1nal rulemaking on the matter has been completed. 
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Voluntary Reorganizatiun under Chapter 11 

On July 21, 20()2, (the "Petition Ollie") WorldCom, 111(:. lind substanti"lIy nil of its. direct ;111<1 indire..:1 domestic sl1bsidimies {the " lllitiill Fikrs", filed voluntary 
pl'litions for relicf in Rankmptcy Coun under Chapter II . On November H. 20()2, WorldCom filed b'lIlkmph:Y JlClitions lor an additioll<I143 of its domestic 
subsidiari"-:s, lllost of which w..:re dlectivel y imu:liw and nonc ofwhi('h h<ld significallt debt (collet.:livcly with the Initial Filers, lh..: "Oebtors'· J. Iklween the 
Petition Date and the Emergence nate, the Debtors t:ontinu('d to opemte Iheir businl'SSCS und managl' their properties as dt:htors in ·possession. In .:ddition. most 
litigation against the Dcblors \\'a!<. stayed. We emerged from bunkmph:y on April 20. 2004. 

Impairment Charges 

We assess ret:o\,erabilitj' of Ollr indefillite lived and long ·lin.'t! assets to be held :Ind used whenever events or dlllnges in circumstances indicate that their 
carrying OlllloLlnt Illay not be recoverable. Impairment analyses oflong lived and indefinite lived assets arc pcrfonlled in ut:cordul1l:e with Stutement of Financiul 
Accounting St<llldards ("SF AS") No. 144, "Ac("(Jlllllillg/iu·the {mptlil'mem 01' Di.~p().wl (!/"Long- Lilwl Assets'· ("SF AS No. 144"), ,lnd SF AS No. 142 "Goodwill 
Clml O,herll1l(lIlgi/J/e Ihsel.l" " ("SF AS No. 142"'). Impairment evaluations ure perlorrned al the lowest asset or asset group level for which identifiable cash Ilows 
arc largely independent of the cash tlows of other assets or asset groups . We generate most of our cash !lows from products and sen·ices that arc principally 
delivl'reu to custolllers over our integrated telecommunications network and n.:latcd intangible ussets. Therefore, (.'valuations un.: perforrned at the entity level, 
excluding di scontinued operations and assets held for sale, as a :.ingle group. 

The industry is in 1\ state of lransition where traditional business lines arc filcing significant overcapacity in thc marketplace, pril'ing pressures, changes in product 
mix. and customers ' continued efforts to reconfigure and consolidate their networks in order to achieve lower overall costs and beller efficiencies. Concurrently, 
the industry is migrating to lIIore ad .... anced network technologies and prinmrily f(>cused around IP based platforms, and customers arc requiring more advanced 
network services including network monitoring, tmflie analysis, and comprehensive security solutions. The industry ha~ also sc~n u genentl migration of 
customers from dial up services to broadband .md various wireless ~ervil.:es. Additionally, our regulatory climate deteriorated due to a decision by Ihc U.S. Coun 
of Appeliis for the D.C. Cirwit [hat invalidated the Federal Communications Commissiuo 's "Triennial Revicw" local comp..:tition ruks. which set l>rices that 
incumbent pro\'ider~ cou ld t:hnrgc competitive providers sUl'h as the COmp..1JlY for (JNE ··P. an essenti'l) component of our Mass Market local phone service. 
Although severa l pctitions were liled at the Supreme Court scl'king rc\'kw of the D.C. Circuit's decision. the Solicitor General and the FCC dedioed 10 seck 
sut:h re"iew, and the Supreme Court subsequently denied the petilions. The FCC h'IS adopted inll-rim unbundling rules (effective September D, 2004) to 
maintain eert ,lin ILEe unbundling obligations under interconnection a~n!cments as they ex istl'd prior to the D.C Cirl'uit's mandate. As a result, our cosl .. for 
providing thi s servll'e arc eX flcl'!ed to inl'rl..'asl..' signifkantly in 200S. Some of our comflctiturs Imve illlnollllcL-d their intcntions 10 cxit from this marh,t . and the 
cosl increases mAy fOrl'C us to rl'dUl:e efforts to acquire new cuslomcrs and withdmw from ccrtain markets. We therefore an tit'il'ale Ihal re\'enocs from that 
segmen t will continue to decline. 

Given the market, business and regulatory conditions. we reevuhmlcd oor finum' ial fore..:ast~ and strategy in the third CJuarter of2004 when it became apparent 
that these trends would continue into the future. Updated cash now and profitability projections and forecasts were developed hIking into accounl both the 1004 
chunges ill th~ competitive landscape and the regulatory issues fal'ing us . Our executives reviewed these projections with the Audit Commi uee of the Roard of 
Directors during the third quarter. 

Bused 011 the re\'ised projections, we determined that an impairment analysis of our indefinite lived and long-lived assets was required during the third quarter 
of 2004. In connection with this analysis, we eyaluated our property, plant lind equipment and definite and indefinite· ·lived intangible assets, including customer 
li sts. We developed estimates of foture undiscuunled cash tlows to test the reco\·erubility of uur long· lived and indefinite lived asset:. . These estimates were 
compar..-:d III the ..:nnying values of the assets, which resulted in the conc lu sion 
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that we could not recover our currying values through projected future operations. With the assistance of <Ill independent third party valuation spel:ialist, we 
further calculated the fair value of our long lived and indefinite lived assets based on the discounted cash flow analyses that utilized the revised management 
projcctions ofrcvenucs and profitability from September 1, 2004 through 2009. These projections were used in various scenarios utilizing a weighted average 
cost of capital between 10%--14%, a 2% terminal growth rate, certain working capital ussumptions and total entity vulue assumptions. 

We concluded that the carrying values of our dcfinite lived assets exceeded their estimated fair values by approximately 53.3 billion (52.8 billion related to 
property. plant and equipment and 547H million related to definite--lived intangible assets) and the carrying value of an indelinite ·lived asset exceeded its 
estimated fair value by approximately 5260 million. These amounts represented the difference between the calculated fair values of the assets and their associated 
carrying values, and were recorded as u separate component of operating expenses in the condensed consolidated statements of operations fur the three and 
nine month periods ended September 30, 2004. Our management reviewed the resuits of the impairment analysis with the Board of Directors, and the Board of 
Directors approved the impairment charge on October 15,2004. 

As a result of the impairment charge of approximately 5260 million to an indefinite -li\'ed intangible asset, we recognized a 599 million tax benefit which 
reduced our long- term deferred tax liability as the impairment rcduccd the difference between the book and tax basis. The impairment charges, after taxes. 
contributed approximately 53.4 billion to our netlosscs for the three and nine--month periods ended September 30, 2004 (loss per share of5(1 0.70) and 5( 10.62), 
respectively). 

Fresh-Start Reporting 

In accordance with Statcment of Position 90 -7, "FilUlIIcial Reporting hy Entities in Reol'galli:::aliol1 Under the BaIJk"/Iptcy Code" ("SOP 90-7"), we adopted 
fresh--sl<llt reporting as ofthc dose of business on December 31,2003. Upon applying fresh-start rcporting, a new reporting entity (thc Successor Company) is 
deem cd to be created and the recorded amounts of assets and liabilities afC adjusted to reflcct their estimated fair value. Thus. thc consolidated balance sheet as of 
Deccmber 31,2003 gives effect to allocations to the carrying value of assets or amounts and classifications of liabilities that were neccssary when adopting 
fresh- start reporting. During 2004, we adjusted the carrying valuc of certain assets and liabilities from the previously estimated values as appraisals and 
valuations wcre completed. As these adjustments were recorded in each quarter, assol"iated year-to -datc dcp'reciation and amortization expense amounts were 
also adjusted for the effects of the changes in carrying values. As ofScptcmber 30, 2004, we completed our assessment of the fair value of our assets and 
liabilities, and as such, no further adjustments will be recorded, except for any adjustments that may be related to deferred tax assets and contingcncies as 
discussed below. 

During the second quarter of 2004, we determined that approximately SI32 million of property tax liabilities and SIlO million of other liabilities that should not 
have been adjusted in fresh---start accounting were reduced by approximately 5 152 million in our application of fresh-- start accounting at Dccember 31,2003. 
Duc to the llpplication of frcsh start reporting, these errors were of(~et by fresh-start adjustments and therefore had no impact Oil our 2003 net income. However, 
these errors caused both accounts payable and long---lived assets to be understatcd by approximately S 152 million. representing 0.5% of our total assets ofS27.5 
billion and approximately 0.8% of our S 19.0 billion total liabilities as of Dccember 31, 2003, which it determined to be immaterial to our 2003 consolidated 
balance sheet. Our Septembcr 30, 2004 consolidated balance sheet renccts the correction of these immaterial errors. 

As of December 31. 2003. wc had various net deferred tax assets and tax contingcncics which rcmainunresolvcd. In accordance with SFAS No. 109, 
"Acc(Jl/l1Iing./iJl'lncollle Taxes, " any fuhlre changes in these balances that existed as of the fresh -start date will be adjustcd to intangible asscts, until exhausted, 
then to additional paid--in -capital and not through income. 
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The esti mates ;md (lSSllmplilllls u~eu in thc nliulltions lire inhcrl'nlly subjed to uncertainties and contingencics bcyond our cont rol. Accordingly, Ihere Cll" bc no 
assunmcc that the estimates. ass umptions, and values refl ee tClI in thc valuations will be rcalil cu, and actual results could vllry Illateria lly. 

Critical A","ounling Policies 

O ur discussion and nn:ll)'siloo of our linanciall'ondition and results o f operalions is based upon our condensed consalidaled financial slalemenls. which havc been 
preparcd in cun lo rmit), with accoutlling principles generally accepled in thc United Siaies of America ("GAAr''). The preparalion of Ihcsc financial slatcments 
requires managenwnt to mllke estimllll's and assumptions Ihat alfeet Ihe rcporled i.mounts ofasscls and liabilities and disclosure of l'onti ngenl assets lind 
linbili til's allhc (ifill' of thl' lina ncial statements and the reported ilillounls ofn.'vl'nues and expenses during the rcp0l1inJ; period . WI! evahlale our assumptions amI 
estimates on nn ongoing basis and may employ outside ex perts to assist in our evaluations. We believe that the estimates we usc urc reusonable; however, actual 
results ('oultl differ from those e~timil tes. For u complete disl'ussion regarding. our critical accounting policies, refer to our Annual Report on Foml 10K for the 
ye<lr ended Dc!.:cmhcr 31,2003. 

Adjustment 10 Prevlousl:\, Issued Financial Slalcmcnts 

As repoTted in the second quarter, we detcrmincd thaI we had recorded in error u restatement entry which had the effect o f reducing Ilccounts receivablc by $301 
million th ro ugh u charge to expense in the yeur ended Decembl)r 31. 2000. The reported 2000 net loss of 54H.9 billion should have been S4H.6 billion, or 0.5% 
lowcr. amI our assets of 544 .2 billion should have been $44.5 billion. or 0 .6% higher. In 200 I, $35 million of the amount reversed anu left a remaining $266 
mil1ion unucrslalclllent ofacl:Ounts receivable as of December 3 1, 200 I. Thi s si tuation remained unchanged until, as a result of the appl icati on of fresh start 
accOllnti ng ,IS of December 31, 2003, the pre"iously e~pensed $266 million was reversed in our statcmcnt of operations as a componenl of the 522.3 billion 
reorgimil<llion guill. Without this expense rcversal. our 2003 net incoml' of 522.2 billion would have been $21.9 bi1lion , or 1.2% lower. As a result of the rcversal 
of the e.'( pense in 200). the cumulative im pact to our Dccember 3 I, 20m consolidated retuineu earnings was lero. We have assessed dIe impact on the 1000, 
2001 and 2003 statcments of ol>crations as well as the consolidateu bnhmc:c shccts liS of Dccember 31, 2000. 2001, 2002 ami 2003 <lnd uetennincd that the impact 
wa.\ not m:tterialto any period . 

The impuci of this reduetioll o f :lCCOllnts receivable in the l·on:.olidall'd h11!lllll'C sheet as o f December 3 1, 200J resulted in a misdilssifil."a tion o f S2M) million 
between aeClI\lnts rel'e i\'ablc l.lIltl long 'lived assels in our allocation o freOrl;ani 7.alion \'ulue under frcsh- slart aCt'ounlinl;. To properly re lleet the "llocatiol1 of 
rcorJ;nnil utiou va lue as of December 31. 2003. we have reflected a reduSlooificlitioll l'ulry in our consolidated bu!illlt'e sh ... 't, t as of Del'ember 3 1, 2003, as presented 
herein. to renCt:1 an increase of S2M) million to our ,Il"COIlIlls receivable balanc\.· and reductions in {Iur property, plant and equipment and intan!;ible IIsSeIS. Our 
September 30.2004 consolidatl.'d balance sheet relle<:ts the impa!.:1 of th is rcdassi fi cation. 

T he adjustment of this item also resulted in a decrease of S6 million to tlI.lT long term deferrcd lax liability which has been rdlcctcd in Ihe consolidated balance 
.sheet :IS of Del.'ember 31, 20CH and September 30, 2004, as presented herein . 

Con~olldat('d Rl'sulls of Operations 

Our induslry continlles to go through a state of rapid transition with eXc:ess capac ity and technological change placing pricing pressures on traditional business 
lines. Allhe same time, advanccd networking capabilities primarily focused on IP platforms arc creating new services around network des ig.n. monitoring and 
comprehen sive security so lutions: Prior 10 2002, our business was signi fical1tly expanded through numerous anluisitions anullirge capita l expcnditure programs 
which eonltibuh:d 10 a sharp increase in our outstllnding debt. In 2002. we filed for reorganization under the U.S. bankruptcy laws . As a result, we undertook 
various inili,lt;"es to lower our operating costs. including the reducliun of hc<tdcoullt , the elimination of cxcelooS fill'ilili cs, 
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investment in automation, and billing platform integrations. In addition, we undertook various initiatives with the near- term objective of minimizing further 
decreases in our revenues, including focusing on the acquisition and retention ofcustolllers and continuing to invest in new products and services. We belie\"C 
th<lt the cumulative effects of our cost reduction efforts and the successful execution of our business strategy should enable us to improve our operating results. 

Through July, 2004, we also owned approximately a 19% economic intcrest and a 52% voting intercst in Embratel Pnrticipa\(ks S.A. and subsidiaries 
("Embratel"), which is a Brazilian voice and data communications company that is operated by its own management and employees. On July 23, 2004, we 
completed the divestiture of our 19% equity interest in Embratel and received S350 million, the remaining portion of the S400 million sales price beyond the S50 
million deposit previously received, and recognized a gain on the sale of approximately S9 million in our condensed consolidated statement of operations for the 
third quarter of 2004. For the three and nine-'month periods ended September 30, 2004 and 2003, all of Em bra tel's operations, as well as other LHtin American 
operations included as part of the sale, that were preyiollsly included in our consolidated results from continuing operations were reclassified to discontinued 
operations. 

Our condensed consolidated statements of opemtions for the three and nine month periods ended September 30, 2003 were prepared in accordance with SOP 
90-7, which requin:s an entity's statement of operations to portmy the results of operations of the reporting entity during Chapter II proceedings. As a result, 
allY income, expenses. realized gains and losses, and provisions resulting from our reorganization arc reported separately as reorganization items, except those 
re{luired to be reported as discontinued operations in conformity with SF AS No. 144. 

In March 2004, we realigned our operations into three new business segments and began operating under these segments in the second quarter of 2004. The 
fol1owing is a discussion of our consolidated and new business segment results of operations for the three and nine-month periods ended September 30, 20{)4 
and 2003. 
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The following table sets forth. for the periods indicated. our unaudited condensed consolidated statements of operations (in millions): 

Revenues 
Operating expenses: 
Access costs 
Costs of services and products 
Selling. general and administrative 
Depredation and amortization 
Loss on property dispositions 
Impairment charges related to property. plant and equipment 
Impairment charges related to intangible assets 

Total operating expenses 
Operating (loss) income 
Other (expense) income. net: 
Interest expense (contractual interest ofS601 and Sl.824 for the three and nine month periods 
ended September 30, 2003. respectively) 
Miscellaneous income. net 
Reorganization items. net 

(Loss) income from continuing operations before income taxes. minority interests and 
cumulative effect of a change in accounting principle 
Income tax (benefit) expense 
Minority interests. net of tax 

(Loss) income from continuing operations before cumulative effect of a change in accounting 
principle 
Nct income (loss) from discontinued opcrations 

(Loss) income before cumulative effect of a change in accounting principle 
Cumulative effect of a change in accounting principle 

Net (loss) income 

Succe~snr I'redi'ccssor 

ComplIn,· Company 

I'hrl.'c-\lol1lh I'eriod 

Ended Sl.'plemher 30. 

2004 2003 

$ 5,076 S 5,969 

2,5S0 2,989 
629 646 

1.246 1.647 
493 (J02 

7 8 
2,775 

738 

8.468 5,892 
(3,392) 77 

(1041 (19) 
35 S7 

1110) 

(3,461) 35 
(61) SO 

(3,400) (45) 
2 (10) 

(3,398) (55) 

$(3,398) 5 (55) -

Succ('~sor 

ComplIn, 

I)redl.'e('~sor 

COmplll1~ 

\ine-\Innlh I'l.'riod 

Endt'd St'plemher ;\0. 

2004 200;\ 

515,716 S 18,720 

S,156 9,067 
\,9)5 2,084 
4.174 4,843 
1.583 1.720 

14 
2,775 

738 

19,341 17,728 
(3,625) 992 

(299) (XO) 
60 28 

(470) 

(3,S64 ) 470 
(8) 252 

(6) 

(3,856) 224 
(1) (4) 

(3,857) 220 
(215) 

5(3,857) S 5 -
R('l'(,IIl{(,.~. For the third quarter and first nine months of 2004. revenue decreased by SH93 million, or 15% and by S3.0 billion, or 16% as compared to thc same 
prior year periods. respectively. 

Long distance voice services revenue for the third quarter and first nine months of 2004 decreased by S584 million. or 19%. to S2.5 billion from S3.1 billion. lind 
by SI.7 billion. or 18%, to S7.9 billion from S9.6 billion as compared to the same prior year periods. respectively. The declines were driven primarily by lower 
rates and volumes. 

Revenue from local voice scrvices for the third quarter and first nine months 01'2004 increased by S51 million. or 9%. to 5604 million from S553 million, and by 
S 129 million. or H%. to S I J': billion from S 1. 7 billion as compared to the same prior year periods, respectively. The increascs were primarily due to the high 
acceptance of dedicated access products in the commercial markets. 
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Data services revenue. which includes messaging and other revenue. for the third quarter and first nine months of 2004 decreased by 5256 million, or 16%. to 
5 1.3 billion from 5 1.6 billion. and decreased by 5972 million, or 19%. to 54 billion from 55 billiun as compared to the same prior year periods. respectively. The 
decrease was driven primarily by continued rate pressure partially offset by increases in data volumes. 

Internet services revenue for the third quarter and first nine months uf2004 decreased by 5 I 04 million. or 14%, to 5653 million ti'om 5757 milliun, and decreased 
by 5433 million. or 18%, to 52 billion from 52.4 billion as compared to the same prior year periods. respectively. The Internet service revenues decrease resulted 
from the general migration of customers from dial -up services to broadband services. 

OperlltillK expell ... e.'i. 

Aae.\· ... ,'oMs. Access costs inelude costs incurred for the transmission uf voice and data traffic over domestic and international networks that we do not own. 
Access custs also include contributions to the Universal Service Fund ("lJSr") which arc paid to a government·· established agency, passed on to our customers 
and included in our revenue. Access costs as a percentage oftolal revenue were 51 % for the three' month period ended September 30, 2004 as compared to 50% 
for the same prior year period, and 52% for the nine month period ended September 30. 2004 as compared to 48% for the same prior year period. Although flat 
in the third quarter of 2004 as compared to the same prior year period, access costs as a percentage of revenue increased in the nine-month period of 2004 
comp<lred to Ihe S<lme prior year period because the decline in revenues. primarily caused by lower rates, was greater fhan the decline in al'l'CSS costs. We 
continue to focus on an array of access cost reduction programs including increased numbers of grooms, movement of 1110re tmffic on-'net and circuit 
optimization to offset negative pricing trends. 

The decreases in access costs of5409 million and 5911 mi11ion during the three and nine"month periods ended September 30,2004 were primarily due to the 
declines in long distance volumes, partia11y offset by growth in data and dedicated Internet in the third quarter of 2004. 

Lower revenues resulted in reduced USF contributions of 575 million and 5142 million for the third quarter and first nine months of 2004, respectively, as 
compared to the same prior year periods. Additiona11y, in the second quarter of 2004. we recognized a 595 mi11ion benefit regarding contributions to the USF for 
2003 and the first three month period 01'2004. 

We expect our access costs will continue to decline due to our continued cost containment initiatives. These reductions will be partially offset by increased access 
costs for our local voice service, as the decision ofthe D.C. Circuit Court on the Triennial Review Order combined with recent Public Utility Commission 
mandated rate increases will impact access costs in future quarters. 

Co.<;t.\· oj.<;erl'iCl'.\· alld protlJl('t.~. Costs of services and products ("CasP") includes the expenses associated with operating and maintaining our 
telecommunications networks, expenditures to support our olltsoureing contracts, teclmical facilities expenses and other service related costs. 

For the three and nine month periods ended September 30. 2004, COSP was 12% of our consolidated revenue, as compared to II % for Ihe same prior year 
periods. Actual expenses decreased by 517 million and 5169 mi11ion for the three and nine 'month periods ended September 30, 2004, respectively, as compared 
to the same prior year periods. The decreases were primarily attributable to our continued cost'-cutting initiatives including force reductions, reductions to third 
party customer affinity programs and lower repairs and maintenance expenses. Salary expense declined by 525 million and 563 million, respectively, during the 
three and nine-month periods ended 5eptember 30, 2004 as compared to the same prior year periods. primarily due to headcount reductions. These decreases 
were offset by increases in severance expenses of 59 million and 541 mi11ion for the third quarter and nine months of 2004, respectively, from our workforce 
reductions. 
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Sellillg, gt'lleru/ mill udmilli,\"lrulil'e expe",\"e,\', Selling. general and administrative ("SG&A") expenses include sales. customer service and markcting expenses. 
information services costs, bad debt expense. and corporate administrative costs, such as finance, legal and human resources. 

We continued to incur reorganization costs during the three and nine-month periods ended September 30, 2004 and will continue to cxperience reorganization 
expenses for professional fees and other bankruptcy costs, As we adopted the provisions of fresh start reporting on December 31. 2003. for accounting purposes, 
reorganization expenses and changes in estimates of reorganization items previously accrued have been included in SG&A expenses. For the three and 
nine-month periods ended September 30, 2004, the amounts of such expenses were SII million and S37 million, respectively. and were for professional services 
related to our bankruptcy proceedings. 

The decreases in SG&A expenses of S401 million and 5669 million for the third quarter and first nine months of 2004. respectively, as compared to the same 
prior year periods, were primHrily relatcd to changcs in our business strategy, as well as continued cost clllling Hnd process improvement initiativcs. In thc third 
quarter and first nine months of2004. we experienced declines in advertising costs of S 136 million and S349 million. respectively, as compared to the same prior 
year periods as we continue to adjust our marketing strategy in response to unfuvorable regulatory developments, Also. we have seen an improvement to 
historical levels of receivable collections whil'll has provided the basis for us to reduce our estimate for bad debt expense which, in combination with lower 
revenues, resulted in lower bad debt expense of 536 million and 5165 million during the third quarter and first nine months of 2004. respectively. as compared to 
the same prior year periods. 

Additionally, we experienced a decrease of SHH million and S29 million in outside services in the third quarter and nine months of~004, respecti\'ely, as 
compared to the same prior yeur periods. The decrease was mainly due to the significant accounting fees that were incurred during the third quarter of ~003 to 
assist with our restatement efforts. and decreased legal and professional fees in 2004. 

Compensation expense declined 5123 million and S 190 million for the third quarter and fur the first nine months of 2004, respectively. reflecting the force 
reductions and lower commission expenses. These reductions in expense were partially off.<;et by increased severance expenses during the third quarter and first 
nine months of2004 of 53 million and S 115 million, respectively. from our workforce reductions. 

We also were able to realize benefils in our SG&A expenses due 10 certain adjustments recorded in the second quarter of 2004 including $44 million from certain 
provisions of our outsourcing agreement with EDS. a S20 million reduction in bad debt expense from our equity investment in A vanteL and an S 11 million 
benefit from the settlement of creditor claims during our on going sett1cment process. In the third quarter of 2004, we increased the bad debt expense from our 
equity investment in Avantel by Sf! million and we recorded Sl4 million of settlement losses related to bankruptcy claims. 

Depredation ami alllllrtizalicm. Depreciation and amorti7.ation expense decreased by 5 I 09 million and S 137 million for the three and nine- month periods ended 
September 30, 2004 as compared to the same prior year periods. The changes in the three and nine--month periods were primarily due to decreases in our asset 
carrying values related to recognition of impairment charges during the third quarter of ~004 and changes in our asset l'arrying values resulting from the 
implementation of fresh--start reporting as of December 31, 2003 (which reduced depreciation and amortization expense by S39 million in the third quarter and is 
expected to reduce the expense by approximately S 190 million in the fourth quarter). 

Impuirmell' churge.\", During the three -month period ended September 30. 2004, we rel'Orded impairment charges of approximately 53_5 billion to adjust the 
carrying values of our long lived assets and indefinite--lived intangible assets. Refer to '",HI/Ill/gemell/'s Dis('ussioll (/1/(/ AII(/~)'.I"i5 of FinaIJcial COI/(/iliolJ {/Ild 
Re.I"IIII,\· o(OperalioJls Impairmelll Charges" for additional details of the impairment charges. 

IlIIereM expeme. Interest expense increased by SH5 million and S219 million during the three and nine month periods ended September 30, 2004, respectively, 
as compared to the same prior year periods. This increase 
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primarily rellected the recognition of interest expense on our Senior Notes that were isslLed on the Emergcnce Datc as well as the S 114 million in non cash 
intcrest expense related to the ;1I:cretion of the discount on these Senior Notes recognized from January 1, 2004 through the Emergence Date. No interest expense 
was paid or recognized in 2003 on our outstanding long term debt during our bankruptcy. We expect interest expense in 2004 to be significantly higher than 
interest expense recorded in 2003 as a result of the issuance of the Senior Notcs in 2004. 

,\li.w.'elltllleoll.'t illcollle, IJ(!I. Misccllancous income decreased by S52 million and increased by S32 million during the three and nine month periods ended 
September 30, 2004. rcspel"tively. as compared to the same prior year periods. Included in the third quarter and nine month periods of 2004 was income from the 
Iluctuation in foreign exchange rates ofSl7 million and S24 million, respectively. compared to income ofS69 million and expense ofS42 million. rcspcctively, 
in the same prior year periods. Additionall). we recognizcd a gain of SH million from the sale of an cquity invcstment for S9 million in the third quarter of 2004. 

Reorgunizutioll ;Ie"u, From the Petition Dilte to our adoption of fresh- start reporting as of December 3 I, 2003. we classified certain expenses as reorganization 
items in accordance with SOP 90 7. Reorganization itcms do not include any revenues or expenses that must be reported as related to discontinued operations. In 
thc three and nine"'month periods ended September 30, 2003. we recorded reorganization items which were net expenses of SIlO million and S470 million, 
respectively. The following table sets forth the components of these items (in millions): 

Contract rejections 
Employee rctcntion. severance and bcnefits 
Loss on disposal of assets 
Lease terminations 
Professional fees 
Gains on settlements with creditors 
Interest income earned by the debtor entities during reorganization 

Expense from reorganization items, net 

Three-.\lonlh 
I'{'riod Ended 

Predecessor Compan~' 

Seplenlber 30. 2003 

."\ine-.\Ionlh 
Period Ended 

Seplembcr 30, 2003 

S (33) 
(3]) 
(4) 

(3]) 

(26) 
9 

lO 

S(IIO) - s 

(186) 
(104) 
(22) 

(165) 
(66) 
45 
28 

(470) 

Contract rcjection and leasc termination expenses resulted from thc rejcction of cxecutory contracts and leases as part of our financial reorganization under the 
bankruptcy laws. Employee retention and scverance costs were incurred in connection with either retaining certain employees in order to complcte our financial 
reorganization or reducing pcrsonncllevcls as part of the restructuring of our business operations. These expenses were partially offset by interest income earned 
on our accumulated cash balances. 

Reorganization items included both cash and non -cash expcnses. The cash expenditures for reorganization items for the three and nine' month periods ended 
September 30. 2003 were S3H million and S ISH million, respectively. 

We continlled to incllr reorgani7.ation costs during the three and nine month periods ended September 30. 2004 and will continue to experience reorganization 
expenses for professional fees and other bankruptcy costs. As we adopted the provisions of fresh sl<lrt reporting on Deccmbcr 3 I. 2003. for accounting purposes. 
reorgani7.ation cxpenses and changes in estimates related to reorgani7.ation items previously accrued have been includcd in selling. general and administrative 
expenses in the consolidated statement of operations. The amounts of such expcnses were approximately S II million and 537 million for the three and 
nine ' month pcriods endcd September 30. 2004. respectively. and were for professional serviccs related to our bankruptcy proceedings. 
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/II('1"'I(! ta.\' (bl!"t!jit) I.'.\'p,'ml.'. Im:ume tax benefit was S61 milliun and S~ million in the Ihree aml nine month periods clltkd Scptl'mbcr 30. 2004, respectively, 
and inl'umc hI); cXI)cnsc was SMa mil!ion and S252 million . rcspcl·tivc!y. in the three and ninc' -month periods ended Sl'ptember .30. 2003. In the three month 
period l'ndcd September 30. 2004, we re,ognizcd a S99 million int:olllc tax benelll as <t result of an impairment dl,lrl!e to redul"c the earl)'ing \'alue of our 
indefinitc livcd <lSSl."t s. Onsetling this benelit inlhe thrl."e <lnd lline Illomh periods of 2004 and for all of 2003. we re,orded im'ollle tax l'xpcnsl' whidl was 
primarily allribuwblc to stale inl'ome taxes, taxes on the income of our international subsidiaries and the establishmcllt of reser\'e~ for Imt l' ontingem:ies. Indud ... -d 
in the tax provision arc ,hungcs to forcigntax fl'Sef\'CS from Ihe dTeets of changes in forci!:!n currency exchnnge r;'lles. 

ell/tlll/aJiI'l! eDh'1 (1j'(I dWIIJ(t' ill atTm""illg prilldplc. We recorded n 52 I 5 million dmrge as Ihe clImululive effect of n change in ac("ollnting prin'iple in Ihe 
nine month period ended September 30. 2003 as a result of our adoption of SF AS No. 143, "An:mll/ling.flwA.\'.\'el Rdin'lIIt'lII Obli~{llioll.\· . .. This charge 
rc prcsenlco the <Iller tax uifferem~e between the obligation recorded tor estimated future retirement costs relnted [0 certain long lived <ISSeis ,md additions 10 

assets to be depreciated . 

,'Vel (lu.\· ... ) illcolt/('. For the three ' month period ended Scptemix:r 30, 2004. our net loss was approximately $3.4 billion ill; compured to net loss 01"$55 million in 
the same prior ycar period. The primary filetors causing this deaeusc were impairment charges of approximately 53.5 billion, all illere;tse in interest e.xpcnse of 
S~5 million, and a reduction of5H93 million in revenues, partinlly offset by decrellses ofS937 million in operating cxpensl's ,md SilO million in reorg<lIlization 
items. 

For the ninc ' lllunth period ended September 30, 2004. our net luss \\'a ~ approximately $3.9 billion as cumpared to net income ofS5 million in the same prior 
year period. The prilllil0' factors eaLlsing this denease were impainncnt charges of approximately S3.5 billion recordl'd in 2004. all increase in interest expense 
recorded in 2004 ofS219 million, and a reduction ofapprox:imately $3.0 billion in re\'enues. partially oflSet by an appmximate $ \.9 billion decrease in operating 
expenses. a S470 million decrease in reorganization items, and a $215 I11ill;011 dc,rease in cumulative clTeel ora dlilnge in Il c~'ountjllg principle. In <Iddition,thc 
re~mhs of opeTations for the nine' 'month period ended September 30. 2004 induded benefits from creditor settlements. as rceon.kd and reported in the second 
(Iuaner of ,2004 , of 55 1 million (S32 million in revenue and S I9 million in ;leo:ss (OSIS). 

Segment Results orOperations 

In MlIn:h 2004 , we chunged om segment reporli"!:! by realignin!; our previous business segments inlo Ihree new business se!:! llIenls: Enterprise Murkels, U.S. 
Sales & Service. ;lIld Internntiunal & Wholesale Markets. Enterprisc Markcls sen'es the lo llo\\'ing customers which h,ld be,n served by Bus iness M,lrkl'ls in the 
past: glohul accounts, govenllllent an'ollnls, Mel Solutions and Conferenl'ing. U.s. Sa les & Scrvice serves the pre\' io ll :'o MliSS i\'1<trkets .Kcounts ;'tIld certain 
cOIlHnercilll lK(,'Ollnts. Inh!rnational & Wholesale M<lrkets serves l'u:.lomers internationally. as well as our wholesale accounts that Were prc\'iously included in 
Business Markels , We beg;1II operating under these new .<icgments .<iil1cC the second quarter of 2004. 

In addition. we developed methodologies 10 fully allocate indirect costs tlllIt were previolLsly rcportl-d in Corporate and Other to the new business segments. 
These costs indllde expenses associated with the operation of our network, access costs and cosl of services and products, indirect se lling, gCllerul und 
ndministrative expenses, depreciation and umortization. impnirm~nt charges, und corporute functions. The a!loentioll methodologies arc bused on statistical alld 
operationul unta Ihl1t is generated from our continuing operations, These nrnOUlllS can fluctuate based upon the perfonnan, e o f the individual seglll~nts. 

We have ehllllged the way we manage our busincss to utilize operating in~om~ (loss) information to evaluate the performance of(lur business segments and to 
allocate resources to them, An:ordingly, we have restated our results of segment operations data for thc three and nine month periods of 2003 into the new 
business s'g01ents for ,omparability with the turrent presentation . 

All rl'venlles are generated through external custOlllcrs from three nmin produl·t ;Ind service categories: Voi,e, Data, ami Internet. 
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Om imjlairm~nl ~hurgc:- recorded in the third quarter of 2004 were 1I11ocuteo w the clu,:h of our busines...'i scgments based on the ScllllC mcthodology u:-ed to 
llllm'ale deprcdation and amortizlltion expense. Refer to " :\.JOIlIIg(' IIWIIf \ Di,\'('J/ssiml /II1U AIIII(I',\'is ofFiIlIWei,,/ COJ/t/iliol/ (111(/ R(',"IIII.~ of 
Opl'l'lIl;om'-· · /mpain/l(!II1 Chlll'Xf!s" for additional deilliis of the impairment chitrges, 

FimlllciaJ inrormalion for eac h of uur reportable business segments and rcvcnw proc.lucllines is as follows: 

This segmCni includes Global and Government Aet:ounts, as wel l as our Conlcrendng und Mel Solutions businesses. GIOb<ll An:ounls provides 
Icicwmmllnil'a lions sl'rvjces to lurge global customers requiring inll"rnu tional and l'ompk'x network services, Governmtnt Accounts provides similar servin' :- to 
\'arious governmenl agencies, In both cases, these services include local to global business data , Internet , voice services and managed network sen'ices, 

During the three and nine month periods ended September 30. 2004 and 2003, the operating income (loss) of our Enterrri:.e Markets sl'gmcnt was tiS follows (in 
mill ions): 

Successor "rcclcc(ouor Succc~~or I'r~dcnssor 

Comp:IO)' COlllpn"~ Cumpan~' Company 

Thrcc-:\lunth t'criod :\inc-:\tonth I'criod 

t:ndcd Septemher 30, t:ndcd Septemher 30, 

200~ 200;\ 200" 2003 

Revellul!s: 
Voke 
Data 
Internet 

S 4~ S 465 S1.)75 S 1,460 
577 622 1.723 1,960 
16 1 20<'. 506 6Mi 

Total rc\'enlleS 1,192 1.293 3.604 4.088 

Costs of sa les nnd services 719 779 2.21 5 2.412 
Selling, general and administrative 
Deprcciation and amortization 
Loss on propt.'rty disPllsitions 
Impairment charges 

238 287 814 824 
127 167 404 4HO 

J 4 I 8 
870 870 

Operating (loss ) income $ (765) S 56 S (700) S 364 - -
R{'I'eIllU',\', For (hc Ihree and ni ne--month periods ended Septembl!r 30, 2004. Enterprise Markets re"enue was 23% o f our consolidated revel1ue \'er:.us 22"/" for 
Ihe smnc prior year periods. 

Voi~'c services re\'enues deaeased by S 11 million and SH5 milliol1 for the three and nine month periods ended September 30. 2004 , respc(:ti \'ely. as compMed 10 

the s,ame prior year periods. Rate dCl'Tcases .n:Tollnted for a ll ofthesc declines. Revenues (or Global voice scn'icl's were Il;l( during the third q uarter uf 2004 as 
("omparcd to the same prior year period and decreased by S6 1 million in the nine monlh pcritxl uf2004 as compared to thc sallle priur )'ear period . r..:nl.'l' ting 
lower price levels alTOSS this business. 

Oat3 sefvi<.'es rewnlles dccTl'ased by S45 mill iun and S237mi ll ion . respecti\'c ly, for the three and nine month periods ended September 30,2004 as l'Ompared to 
the same prior year periods, These decreases were primarily dlle 10 price lIedines rcsuhing from e){l'ess capaci ty in Ih e rnarkelrhll:c.l'hanges in prlldw.:t mix and 
customers ' efforts to reconfigure their networks, 

Internct services re" enues decreased by S45 million and Sl62 million , respectively, fo r the three and nine month periods ended September 30, 2004, as 
l'llmparcd tu Ihe same prior year periods reflecting the general migration of customers from dial up to broadband ser\'ices. 
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The Enterpri se Market segment continues to fOfuS on its solutions lines or business w ith emphasis on local and wide area l1etw(}rk managemt'nl. integrating 
(ontllC! centers, hosting <lnd comprehensive sel'urity sl'rvit'es supporting our ovcrall movement to IP - based platforms. 

e m;l!! u/.'iltl('.\' tm" .lien'h'f.',\', Costs of sales and scn -ices were 60% lind 61% of scg mcnt rC\'cnucs lor the Ihrel' ;lIld ninc monlh period s ended Septembcr JO. 
2004 , rcspc".' I;\'cl )" as l'omp<lrcd to 60% and 59% for the samc prior ),ear periods. Adual cxpenses del'Teased by S6IImi!lion and 5 197 million fOT the threc and 
nin\.' monlh pe riods, respectivc ly, as eomparl'tl to the s<lm ... , prior year periods. ('osts decreased primari ly duc to both reduced repairs and ma intcnanl'c allli due 10 

om cont inued reductions in workforcc. As rcported in thc second <luar!Cr of 2004, the sl'l~ment fCl:Ullnized il S26 mil lion bencfit regan.ling l'ontTibutiollS to l}Sr 
relnled 10 20U) and the first three -month pcriod 01'2004 . 

Selling. gl!m'ra/lllU/ m!m;II;.'ilrlll;l't' f!Xp,'IISf!,\', SG&A cxpenses oecreulicO by $49 million nno 510 million for the three <lIlO nine ' IIl1Jtltn JlI,'rillds ended September 
~O, 2004, respectively, ;IS compuTed to the sallie prior year periods. Expenses havc declineu ovcr the three month period ended September ]0, 2004 ;IS "mtpared 
to the salOl' period in 2003 due to workforce reductions thllt occllrred carlier in the year, 

OpeTllIJl/g (//I,~' , .. ) ;1I(' (II1If!, Operating losses were 5765 million ;l1ld S700 million fm the three and nine- month pcriods ended September 30. 2004, respectively, as 
compared to opcfllting income of S56 million and S364 million, respcl,tivcly, ill the same prior year periods. The operating losses for the 2004 periods were 
primarily attributable to S~70 million of impai rment charges recorded in tnc third quarter. Additionally, dec reases in operating inelJnle we-rl' driven by lower 
r(,venues resulting from product mix and rate cllmpression. which werc not fully offset by decreases in costs of sales and servin:s and SG& A expenses. 

U,S, Sale.\' & &,..i"e 

This segment serVes Mass Markets accounL<; which include subscript ion · based re:,idenlial and very small bminess acconnh , and tTltn sactionul products including 
10 ,10,,91<7,10 10· 220, I - ROO ·COLLECT. MCI Prepaid card, as well as Commercia l Accounts which servcs ... malllO medium size business aCCOllnt... , 

Commercia l Ai,:counts also includc~ our Skytc\ bu~iIlCSS, which provides wireless emait. interactive two- way messaging, wireless tl'lcmetry services and 
traditional h.'xt and numeric paging to cllstomers throughollllhc United States. 

For the three and nine--month periods cndl.-d Sept..::mber 30, 2004 and 2003, the opl'rating (loss) income orom U.S. Sales & Servi1.:c segment was us fo llows lin 
millions ): 

Revenues: 
Mass Markets 
Commercial Accounts 

TOlal U,S, Sales & Service revenues 

Costs of ,~llies and sl"rvkes 
Sell ing, general and administrative 
Depreciation und amOrtiziltion 
Loss (gain) on propercy dispositions 
Impairment dlargcs 

Operating (loss) income 
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SUCCI'SliOr I'red()(fuor 

Companr Companr 

Three-\Ionth Perind 

Endl'd S('pt('mh('r 30. 

2UIl~ 2003 

5 1,27" 5 1.558 
960 1.133 

2.238 2,691 

1, IX4 1,394 
726 980 
227 2 1t( 

2 I 
1.627 

5(1.528) $ 98 -

SU(C('Uor rrl'dH('uor 

Compan~' ('ompanr 

.'ilnr,\1onlh !'erind 

t:nded Sl'pt('mb('r 30. 

lOO~ 2003 

S 3,925 S 4.908 
3,03 1 3.714 

6,956 8.622 

3.770 4.375 
2,400 2.939 

660 616 
(I) 4 

1.627 

5(1.500) S 678 
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RC!I'CIIIIC!.\·, ror the three lind nine - month periods ended September 30, 2004. U.S. Saks & Service re\'enues were 44% ofcunsvlid<ltcd rcvcnues . For the three 
and nine'- month period!-> ended Sl'plember 30. 2003, U.S. S<l[es & Scr\,il'I.' H.'venues were 45% und 46% of consolidated revellues, n:specti\'cly . . 
MQ.~.'i M(lfkc!I.t. For the three lind nine month periods ended September 30, 2004 and :WO.t the mnuunts of. mill ChllllgCS ill. the product Jine revenues of our Mas!'. 
Markets busilless were <IS follows (in millions): 

Sucr('unr "rNi('rL')sur Succcuor J'r('d('t('s~or 

COnlp:lI1~' Comp:l.n~- Cumpan~' ('o\1lpan~' 

ThrrL'-~ l onlh !'rriod Incrl'u(' .'\inr-:\Iuotli I"'riod tncrcasl' 

Endl'd St'plrmh"r 30, (dccrl'asl') t:ndl'd S,·p"."mh,·r 30, (dCCfl':lSr) 

2004 2003 S % 2004 2003 S % 

Subscription serviccs 
Long" distance voice services 5 6D 5 856 5(243) (2H)% 51.9) S 2.N76 5(945) (33)% 
Local voice services 4NO 427 53 12% ).406 1.179 227 19% 
Other services N 5 3 60% 23 )7 6 35% 

Total subscription ~ervices 1.1 0) l ,n8 ( 187) (15)% 3,360 4.072 (7 12) (17)% 
Transal·tion ~er\'iccs )77 270 (93) (34 )~/II 565 N)6 (271) (32)% 

Total Mnss Markets Revenues S 1.278 5 1,558 5(2KO) (18)% 53 ,925 5 4.90N 5(9NJ) (20)% - -
Thc det.:ren~es in subscription ser\'iee rcvenues for the three and nine month pe rioo:o. cnded September 30, 2004 were principall y thc rcsult of l'olltinlling 
long -distanc(;' volume dedines (reflecting a lower number of customers and lower usage per customerl ofSI76 million and S63X million. rcspectivcly. as 
compared to the sallie prior year periods. These decreases in [(mg" di ~tance wl.'re due 10 "Du- Not---Call" regulations, reduced advcrtising spending, incrcased 
competition and the decline in Ihe wireJine long- -distance market. Rute declines also contributcd to the decreusl' in long ' distanec rc\,enue in the amounts 01"567 
million and 5306 million for the three and nine--month periods ended Septcmber 30,2004. respectively, as compnrcd to the same prior year periods. Rate 
deC!inc~ were driven by a cuntinual migration of ellstomers to lowcf'- priecd calling plans and increased competition. Partially offsctting these decreases were 
increases in revenues from our local service offeri ng of553 million and S227 million in till' three and nine'- month periods of2004 , respel·tive[y. as compared to 
the same prior year peTi()ds. 

Consumers of OUT Ma~s Markets subscription services arc primarily long distunce customers; however, local subscription customers Ill"Y also purchase long 
distance servi ces. The number of our long distance customers declined by appro.'(im<ltely 26% and 27% for the three and nine ' month pcriods ended September 
30,2004, respectively, as compared 10 the sume priur year perioos. These decreascs were mainly driven by a decrease in sales ns a rcsult of the '"Do Not Cull" 
regulatiUJls. lower udvcrti sing and RBOC competition. The number o f local subscription customers increased by approxinl<lldy 3% and 13% for the three and 
nint: ' month periods ended September 30. 2004, respel,tiveiY, lIs l'omparcd to the sHIne prior year periods. Thcse pcn,:entuge changes e.'(clude small business 
customers vf Muss Markets. 

The dccre .. ~e in Mas!' Murkcts revenues also feOel'ted a decline in re" enlles from Iransaction services. Thil> decreilse was driven by redufed advertising spendin£ 
for transaction services. product mix and the decline in the wirclinc long ' distance mark ... !. 

Wl' an .. ("ontinuing to evalllllie how the anticipated rise in UNE P al'(.'esS fast s wi ll impal.·t ollr ability 10 profi tably provide Mtlss Markets slibscription serviccs, 
and the cost im.:reasc mny fOTl.·e us to withdmw from ccrtain markets. As .. re~u ll . new loclil scrvi ... c accoun t installs and re,'cnlle may <kl.' rclI!>c from currcnlie\'cls 
in future periods. In addition, we expect continuing negative impact on Muss Murk ... !s subscription revenue from " 0 0 Nol Cull " regulations. product substitution, 
competition. lind l' \lstomcr mig.ration to lowcr--priccd calling plans and produt't s. Transattion ser\'ices revellues arc e){pcc t ~'d to continul.' to dedinl." due to our 
reduction of advertising and Ihe decline in the wircline long - distanre market. 
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Cm/Ullucial A ('('mm'.\·. For the three anti nine Illonth periods ended September 30, 2004 and l OU3, the amounts of, and dlanges in. the produrt line revcnucs of 
our Commen:iul /\el:ount ~ business werc as follows (in mill ions,: 

Succcssor "rcd('("('sliO I" Succtssor I'rt'd,'("(·s~nr 

COlllpan~ Comp:.IIl, CmnpQny Cump:.l n~ 

Thrct'- ;\lonlh "t'rind Incrr:ur .\/nc.---:'\ IO lllh !','riml '"crellse 
. :ndt'd Srpltmbcr 30, (d(.'("n:l~e) .:lIdcd Srplrmhcr .10. (dl'crc:ur) 

200~ 2UO.1 "I. 2UU4 2003 S % 

Voice S402 S 481 S (79) (16)% 51.278 S 1.59(1 S(312) (20)% 
Data H9 478 (991 (21)% 1,2 16 1.55 1 (J35) (22)% 
Internet 179 174 5 3% 537 573 (36) (6)% 

Totul Commcrci,ll/\l'co\lnts Revenues S%O S 1.133 S(1731 (15)% S3.031 S 3.714 S(6H3) (18)% - - -
The product mix during th e third qUllrter 2004 induded a greiller pen.:elllage o( Internct scrvil'c rcvcnue as compared 10 the same prior yeaI' period. This 
improved product mix resultl"t.i (rom a growing trend loward~ IP bllsed sl'rvit:cs, which. as a percentage of ollr scgml'nt ft:W IllIC, in~' rea~ed by 3% and 2% in the 
three and ninc month periods ended September 30. }()04 , respectively, as compared 10 tht' :-amc rrior year rcriocJs. 

Voice revenue d..:creases during thc third quarkr and first nine months of 2004 werc (hivcn by mtc dcdinc~ and lower voice \'o)ume~ rellcl"ting compctili\'e 
marketl'onditions lllld h.:chno)o1;y substitution. Voin' \'o)umc~ were impact.:d by churn mnon~ sma)) and medium business customers, allli by prodm:t and 
technology substitut ion. 

Data ser"kc revenucs dCl"Tcllsed by S99 million and 5335 million , re)'pectivcly, (or the three and nine -- month periods ended Septo.:mbcr 30. 2004, a~ l"ompured to 
th e same prior year periods. The decline in re,"enue WlIS primari ly dri ven by lower rates :Issocilltcd with changes in product mix. 

Internet rcvenues increased by 55 million. or 3%. during the third quarter of 2004. but decreased by S36 million, or 6%, for the first nine months o( 2004 as 
compared to the same prior year periods. In the third quarter of 2004, cOlltil1l1cd growth in our existing cllstomer base as well as the introductioll of new products 
to both ncw and exi~ting customers slightly reversed thc nine" month peri od trend towards declining revenues that was a result ofbllth rate eompress iollllnd the 
migration fWIll dilll up to bro;ldband. We arc also beginning to see /l growing trend for business cu~ tomers converting their tradition:!l frame and ATM networks 
to IP Cent ric service-· and the result has been revenue growth afour lP VPN and Private IP solutions. 

The Com mercial Accollnts scgment is expected to benefit (rom a growi ng Ii.KUS on dclivering solutions to customers in thc area~ oflP communications. hosting. 
managed network service)'. security and contact center ~en'ices. 

CoM.o; (If.\"UIt:.~· al/(l ,~·f'TI'kl!.\· . Costs of sales and services were 53% and 54% of segment revenues for Ihe three and nine - month periuds ended September 30, 
}OU4, respect ively, as compared 10 52°;', and 51% for the smnc prior yellr periods. "ctO<ll expenses decreased by S2 10 million and $605 million for the three and 
ninc ' month periods. respecli\'ci y. as compared 10 the same prior year pcriods. The inel'eases it!> a percentage of re\"Cnue o\'er the nine month period ended 
September )0. 2004 were partiall}' ofl'se t by a $65 mi ll ion bencJit recorded in thc second quarter regarding contributions to the USF rclatcllto :!OOJ ,lIId the fi rst 
three-'month p\.' riod o f 2004 . In addition. ovcr the nine month period of 20()4 , we rl·dul"l·d repairs and maintenance expenses, and have l"Ontinucd 10 reduce our 
workforce, which has redul'ed our compensalion cxpcnses. These redut'ed compensation c.'<penses were oll'Set by increased scverance c .'( pcnsc~ related to our 
workforce reductions. 

Sellil/g. gel/eral t/luIIUlmi"i.\·lralil'e I!xpellse.o;. For the Ihree alld nine-- month periods enlkd September 30, 2004, SG&/\ expcmcs dCl."reased by S:!54 mill ion <lnd 
5539 mi llion, respectively, as l"Olllparcd 10 the same prior 
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year pcriod~. Our SCi&A costs ha\'e decreased due tll lower nd,'crtising l'Osts. heaucount reductions in our cnll center$ .. nd suPr<lrt fUllI:tions .• md lower billing 
co~ts due to the increasing mix of direct billed customcr~. During Ih" Iluee and nine momh period of 2004. SG&A was lLdditionully impac led by lower bad debt 
l'xpclISe from lower rc,·cnucs. The dccreases in S(I&A ex pcnscs for the nille month periO<.l in 2004 as compared 10 the same pri\)r YC<lr pl.!riOlI were partiall y 
ull'se! by severan,,, ex penscs. 

0p('TIII;,,!: (I,,:<i.'ij ;ut'omf!. For the three month Pl'riod ended September 30. 2004. U.S. Sales & Service had an operating loss of approximately S 15 billion as 
compared to opcwting illl'ome ofS9H mi ll ion for the smue prior year pcriod. for thl' nillc- molllh period ended September 30, 20()4. U.S. Snles & Sen 'icc had an 
upentting loss ofS 1.5 billion as compared (0 opcTilting: inl'ome oJ"S67t< million lor the same prior year period . The opcr<lting loss for the three and nine month 
pcriod wus prim aril y auributable to an approximate 51.6 billion impairment I.:harge fl'corded in the third quat1er of 2004. During Ihe three month Jleriod ended 
September 30. 2004. as compa red to til{' !'lIffiC prior ycar period.V.S . Sales and Sen'ice cxpcrienn::d lower re\,cnucs due to cha llge .~ in product mix und rate 
compression. but thcs(' lower revenues were directly ofT.<;ct by decreases in eost~ of sales and services and selling. general. and adm inistrative cxpenses. During 
the nine month period ended September 30, 2004. as compared to tht: sa m(' prior yenr period. the lower revenues were not full y off:.!.'t by decreasc!> in costs of 
salcs and !>ervices lind se lling. general and administrative expenses . 

lltlemflliullul & IV/wle.mle Markeni 

Th is scgmenl provic.it.:s telecommun icat ions services to business customers and telecommunications carriers in Europe. the Middl e: Ellstllnd Africa (collectively 
" [ MEA '"). the As ill Po.citk region , Latin America and Canada. These services include voiec tciecommunications, data services. Internet lind managed network 
services. This sl.!gmcllt also serves our domestic and intemalionalwholcsull. ar.:counts. 

During the thrce nnd ninc- month periods ended September ~O, 2004 and 2003 , the operating loss of our International & Wholesulc M.!rkets ~cgmellt was as 
follows (in mill ions) : 

Rcwnues: 
Voice 
Data 
Internet 

TOlallntemationul und Wholesale Markets revenues 

COSIS of sales lind services 
Se lling. general and auministrative 
Depreciation ,md amortiza liOIl 
LO!is on property dispositions 
Impi!i rment charges 

Openlcing loss 
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SucC"Cssor rnd('c~uor 

Compan,· Compa ny 

Tllrc('-:'\Jofllh l'trlOd 

Endl'd Srpll'nlbt'r )0, 

200~ 200) 

S 990 S 1,150 
347 459 
309 376 

1,646 1,9R5 

1.)06 1,462 
2H2 JRO 
139 217 

2 3 
1.016 

5(1 ,099) $ (77) -

Successor t>rcdccHwr 

('nn'pa fl~' COfllplln~' 

:r\im.' - .\hmlh Pl'r iod 

Enth:d St'pll'nlhl'r .\0, 

2004 2003 

S 3,119 S 3,332 
1,090 1,4H3 

947 1,195 

5,156 6,010 

4,0)::6 4,364 
960 I,OHO 
519 614 

2 
1.01(l 

S(I ,425) S (50) 
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Rel'(,IHl(!.~. for the three and nine month periods ended September 30, 1004, International & Wholesale Markets revenues were 31% and 33%. respectively, of 
our consolidated revenues as compared to 33% and 32"/;,. respedively. for the same prior year periods. 

International 
Wholesale 

Total International & Wholesale Markets Revenues 

Succe~wr 

Compao~' 

Predecessor 

Compan~' 

Threl.'-:\Iooth Period 

Endl.'d Sl.'pll·mher JO. 

2004 

5 918 
721\ 

51,646 -
5 

5 

200J 

937 
1.048 

1.985 

Successor 

Compall~ 

I'redecessor 
Coml):lll~' 

.'dne-\Iuoth I'l.'riod 
Eoded Scph'mill'r 3U. 

2004 

Sl.725 
2,431 

S5.156 -

200J 

S 2,847 
3.163 

S 6.010 

llllemtlt;Ofwi M(lrket.\· Rel'elwe.\·, During the three and nine- month periods ended September 30. 2004 and 2003, the amounts of, and changes in. the prodUd 
line revenues of International were as shown in Ihe lable below (in millions): 

Voice 
Data 
Internet 

Total International Revenues 

Successor l>rl.'dI.'CI.'~sor 

COIIIP:ln~' Cumpan~ 

Tllrcl.'-'1001h I'criod 
Ended Seplcmhl.'r 30. 

2004 200J 

5627 5 612 
7R 98 

213 227 

5918 S 937 -

tncreuw 
(del.'nase) 

S % 

S 15 2% 
(10) (20)% 
(141 (6)% 

$(19) (2)% 

Successor Pr('d('cessor 

Companr ('ompan~' 

.'\111('-"nnth t'crlod Incrl.'usc 

Ended September 30. (decrease) 

2004 200J S % 

51,853 5 1,841 $ 12 1% 
231 291 (60) (21)% 
641 715 (74) (10)% 

S1.725 S 2,847 $(122) (4)% - -
for the three and nine' month periods ended September 30, 1004, International revenues were 56% and 53% of segment revenues versus 47% as compared to the 
same periods in 2003. International revenue decreased by SI9 million and Sin million for the three and nine month periods ended September 30, 2004. 
respectively, as compared to the same prior year periods. The revenues decrease was primarily due to continued rate declines which were partially offset by 
favorable foreign currency exchange rate movements. 

International voice services revenue increased by S 15 million and S 11 million for the three and nine month periods ended September 30. 1004. respectively. lIS 

compared to the same prior year periods. Increases werl' due to volume increases of 7% and 9% during the three and nine month periods ended September 30, 
2004. respectively, as compared to the same prior year periods in 1003. In addition, the first nine months 01'2004 voice revenues were also positively impacted, 
primarily in the tirst quarter of 2004, by an increase of higher rate mobile traffic and voice terminations to higher rate countries. These increases were more than 
offset by rate declines in the International channel. 

International data revenues decreased by S20 million and S60 million for the three and nine month periods ended September 30, 2004. respectively. as compared 
to the same prior year periods. while international internet revenues decreased by S 14 million and S74 million. respectively. as compared to the same prior year 
periods. Data and internet services revenues decreased as a result of rate compression and the general migration of customers from dedicated - access sen'ices to 
DSL access services. Competition and pricing pressures have negatively impacted data and internet revenues during the third quarter and the first nine months of 
2004. The first nine months of 2004 were also impacted by a decline in Internet services revenues in selected Asian markets. such as the Japan dial business. 
where we"chose 10 exit from several low margin s111all Cllstomer accounts, commencing in the third quarter of 2003. 

International revenues were positively affected by changes in foreign currency exchange rates that contributed approxim<ltcly S61 million and S1I g million to 
revenues lor the three and nine ' month periods ended September 30. 2004, respectively. as compared to the same prior year periods. 
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We expect pricing ami margin pressure to continue notably in the small, medium business segments wlll're competition from the local PTT's is the most intense. 
To react to these conditions, we arc focusing our emphasis on large rdail customers with global commUllicltions needs. 

Wholesale Rel'elll(('.<;, v., ... holesale revenlleS relate to dOl11l'stic wholesale. which includes all wholesale traffic sold in the United States, as well as traffk that 
originates in the United Siaies and terminates in a different counlly. During the three and nine month periods ended September 30. 2004 and 2003, the amounts 
of, and changes in, the product line revenues ofWholcsale were as shown in the table below (in millions): 

Succcs~or J'redecessor SUCc('ssor I'r«dl'c«ssor 

Complln~' Compan~ Companr Compan~' 

Thre«-\lunth P«riud Increa~e \ine-\tonth I'eriod Increase 

Ended S«ptemb«r 30, (d«('rl'a~«) Ended S«plemher 30. (decrease) 

2004 2003 S % 2004 2003 S % 

Voice 5363 5 539 S(J 76) (33)% SI,266 $ 1.490 5(224) (15)% 
Data 269 361 (91) (15)%. 859 1, 193 (334) (2R)%. 
Internet 96 148 (52) (35)% 306 480 (174) (36)% 

Total Wholesale Revenues 5728 5 1.048 $(320) (31)% S2,431 $ 3,163 5(732) (23)% - - -
For the three and nine month periods ended September 30, 1004, Wholesale revenues were 44% and 47% of segment revenues versus 53% for the same prior 
year periods. 

Wholesale revenues were S71R million and S2.4 billion, respectively, for the three and nine' month periods ended September 30, 2004. down 31 % and 23?{., 
respectively, compared to the same prior year periods, reflecting a recent change in strategy to exit our rl'lationships with certain UNE P suppliers. III addition, 
we have eliminated tertain incentive discounts for wholesale clients and tightened credit controls. 

Voice revenues decreased by S 176 million and S224 miUion for the three and nine month periods ended September 30, 2004. respectively. llS compared to the 
same prior year periods. primarily from pricing pressure and lower volumes. 

Data revenues decreased by S92 million and S334 million for the three and nine month periods ended Sl'ptember 30, 2004, respectively, as compared to the 
same prior year periods. These decreases were primarily due to continued price compression which is a result of over capatity in the marketplace ami the 
continuing financial diffit'ulties of some of our wholesale cllstomers. 

Internet revenues decreasl'd by S52 million and S 174 million for the three and nine' month periods ended September 30, 2004, respectively, as compared to the 
same prior year periods. These decreases were due to both lower rates from renegotilltions of certain customer contracts and to decretlsed volumes of 14';'" for the 
three' month period and 20% for the nine month period, as the industry shifts from dial-'up to broadband services. 

Co.v/s oj.\·ale.\· uml !;efl'i('e.~·, Costs of sales and services were 79% of segment revenues for the three and nine month periods ended September 30, 2004. 
respectively, as compared to 74% and 73% in the same prior year periods. Costs decreased by S 156 million and S17R million for the three and nine month 
periods ended Septemhcr 30.2004, respectively, as compared to the same prior year periods. International costs decreased as a result of workforce reductions and 
lower repairs and maintenance expense, partially offset by higher severance costs. International costs were also affected by changes in foreign currency exchange 
rates that increased costs by approximately S43 million and SI54 million for the three and nine . month periods ended September 30, 2004, respectively, as 
compared to the same prior year periods. 
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Sellil'l:. 1:t'II('rtll tilld udmi"j.\-/ml;I 'c f'xpell.W'!;. For the' three lint.! nine monlh periotls ended Seple'mber 30, 2004, SG&A cxpcnse~ de~'rcased by S9!< million and 
5120 million, n:sp('ctivcl y, as comp:lrctlto the S<Ime prior year pl'riods, Thesc tlc(:reascs \\"ere a result oflo\\'er heatlCOUni and redu~'(.'d bad t1ebt expense fwm 
I~)wer rcvellucs and successful collec tion e!Torts. The intcmlliionni busin('ss al so received a benefit of approxim .. tcly S3!< million from favomble ("ollsllmption la.'( 

scll!cm,,'nts during the sO:l'ond quarter of 2004 , Inl' teaSes in the SG&A line item werc mostly due 10 sc\'emnce expenses ilu:urrcd as a result of our redul,tions in 
furcl'. In .. ddition, selling. !;cn..:ral and administrati ve expcnscs wcrc <llso affected by changes in foreign l'l!rrency eXl'h:tnge tl.Ites th'" inc reased costs by 
approximately 591llillion and 537 million for the three and nine --month periods ended Sl'ptembcr 30, 2004, respectively, as cOIllfl'ucd to the same prior year 
periods. 

OpL'rfl/iliK (/0.,·.\) ;I/('mlu!. Opcrating losses were appruxitmllcly 5 1. 1 bi llion lind S 1.4 billion tor the three and nine '-mOllth periods enueu September :W, 2004, 
respecti vely, as cornpHreu to operating losse., ofS77 million and S50 million, respectively. in the ~ame prior year periods. The operating losses for the three and 
nine mol1th pcriods (If 2004 were primarily attributable to iln approxi mate S 1.0 billion impairment charge recorded in the third quarter of 20M, Additionally, 
decreases in oper:lting ineomc were driven by lower n.'vcnues thaI were not fully oilset by reductions in cosh of sales (lnd sen'ices and 5G&A e .... penses. 

Financial Co ndition 

As a resull of our business activities through 2004, including our emergence from bankruptcy and significant paymenls to settle bankmptcy claims. divestiture of 
non core Assets, and the recording of impairment charges, our consolidated balance sheel has significantly changed si nce year end 2()O~, Thc following table, 
and associated di scussion, selS forth the condensed consolidated balam:e sheet us of the dates indicated (in millions): 

Cilsh and ("lIsh equivalcnts 
Other current assets 
Llmg term :lsse!:' 

ASSF.TS 

LIABILITIES AriD SHAREHOLDERS' EQUITY 
Currcnl li:tbilities 
Long- term debt. excluding current portion 
Other long '\l'nn liabilities 
Shareholders' equity 

Succcssor Com p;Jn~-

'\S of 

Sl'pltnlbtr lO. 2004 

S 5,5~H 
4,6~7 
7,6 17 

517,H92 -
S 5,"30 

5,903 
1,657 
4,502 

'\10 of 

Urn'mlter 3t. 20U3 

s 

s 

s 

s 

6. 171( 
6.350 

14,942 

27.470 

l:(,SlO 
7,117 
3.071 
8,472 

27.470 

CiI ... 11 tlllt! ,·u."" £'qll;)'flIc!1lf.\', Ca~h and cash ctJui\'alcllls delTcased by 5590 million from December 31 , 2003 . primaril)' due to the n.'llIo\'al o f Emhmtc!'s cash 
balance (5595 million at December 31 , 20(3) and payments of bankruptcy claims s inn' our [mergence Date in the amollnt of S 1, 1 bi11ion. capital expenditures or 
5650 million , partially oOset by the col1eclion of5629 million from the slIle of ussets uno cash nows from operations during the period, We completed the sale of 
Embrah.'1 in Ihe third quarter 01" 2004 . Relh to "Mw1Ifgt.'lIIel1l \- /)i.w:" ,uiol1 a"d AIICI~I'.\·i-" f!{ Fimll1cial Comlilinll (fml R('sIIII ... (~fOp('raJ;olU ' ' U'lllidi~I' (1m/ Capital 
Ri'.wlI/ ·I·(·s" for fmlher details. 

Olill!T "lIrrc/lt I/S.W!(.'·, Other cmrcnt assets decreased by approximately S I ,7 billion from December 31. 20U3. primarily due to II dCl're;1sc in 11 c t llccoun t~ 
receivable uf approximately S 1.4 billion frum better collections and lower revellues, the eli mination of Embratcl 's accounts re(..:ivublc ballllH:C (5556 lIlillion at 
December 31, 2003). lind u dccrca~c of S 176 million from sa les o f null ·(."ure asselS incJudl'd as assets held for sale as of December J I , 2003. 
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LOllg term a.\'.\'C'I.\', Long term ussets. primarily property, plant, and C{luipmentund intangiblcs, decreased by approximatcly 57.3 billion from Dccember 31, 
2003 due to thc elimination of Embratel's fixed asset balancc (approximatcly 52.0 billion at December 31,2003), impuirment charges of <lpproximately 53.5 
billion. depreciation expense net of capital additions of approximately 5760 million, and the elimination of Embratcl's deferred tax balance (5607 million at 
December 31, 2003). 

Current liubilit;e.\·, Current liabilities decreased by approximately 53.0 billion from December 31, 2003, primarily due to the elimination of Embratcl's liabilities 
(approximately 51.2 billion at December 31, 2003) and a decrease of approximately 51.5 billion in other currcnt liabilities primarily from the scttlement uf 
amounts due to creditors leaving approximately 5900 million yet to be paid. 

LOllg-term llebt. Long--tcrm dcbt decreascd by approximately 51.2 billion from December 31,2003, primarily due to thc remo\'al of Embratcl's dcbt obligations 
from our consolidated balance shcct. 

Otiler long-term lit,bUitie.'i. Other long ·term liabilities dencased by approximately 51.4 billion from Deccmber 31, 2003, primarily due to the climitwtion of 
Embralcl's minority intcrest (<lpproxim<llcly 5 1.2 billion at December 31, 2003). 

Liquidit)· and Capital Resources 

Currelll Liquidity 

The table below is a summary of our cash and cash equivalents as of September 30, 2004 and Deccmber 31, 2003 (in millions): 

Without Embratcl 
Embratel cash and cash equivalents balancc 

Total cash and cash equivalents 

SUCCl'ssor Compllllr 

As or 

Scplcmhcr 30, 20U4 

$ 5.588 

A~ nf 

()cCl'mhcr 31, 2003 

s 

s 

5.583 
595 

6,178 

The tablc abovc shows Embratel's cash and cash cquivalents at Deccmbcr 31,2003. Throughout the period of our ownership of an equity interest in EmbratcL it 
was not a wholly ·owned subsidiary and was operated by its own managcmcnt and employees. Consequently, our ability to act'ess Embratel's cash and cash 
cquivalents for our corpomtc purposes was significantly limited. On July 23, 2004, wc completed the sale of our 19% economic interest and 52% voting interest 
in Embratel. and realized procceds of approximately 5400 million. 

Our principal cash needs consist of capital expenditures. debt service, dividcnds, and payments made pursuant to the Plan of Reorganization. The Plan includes 
the payment of approximately 52.6 billion in cash to settle certain creditor claims. Some paymcnts were made prior 10 our cmcrgence from hankmptcy and S(lmc 
expected paymcnts will not bc madc as a result of some claims being reduced sincc the Plan was confirmcd. As of September 30, 2004, our l'stimated remaining 
cash payments to settlc pre· pet ilion creditor claims werc approximately 5900 million. 

The Plan also requircs pursuant to Section 5.07 that the Board of Dircctors conduct a reasonable revicw of our cash needs, including amounts that may bc 
necessary to satisfy all claims to be paid in cash pursuant to thc Plan. Accordingly, the Board of Directors commenced a comprehensive review and sought 
information and guidance from management and financial advisors to dctcrmine thc amount of excess cash grcater than 5 I billion. Section 5.07 ofthc Plan 
further retluires thaI any excess cash be utilized in accordancc with our best busincss judgmcnt to maximizc shareholder value. On August 5, 2004, thc Board of 
Directors completed its review and dcclarcd the <lmQtmt of cxcess cash to be 52,2 billion. The Board of Directors decided to distribute a portion of the cxcess 
cash through a rcturn of capital and dcclared a cash dividend of50.40 per share payable on 
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September 15, ::!004 to shareholders of recortl on September I , 2004, r('~ulting in pllyment ofS 127 million of di"identls on our Willmon stock. On October 15, 
2004. Ihe RvanJ of DirCl'lors, pursuant to Section 5.07 of the Plan and cont inuing ils distribution ufthe Company's excf,.'SS cash as a rNurn of capilal to 
sharehol(]crs, (]ecl arcd a cash lli"idend ofS0.40 rer share payable on December 15,2004 to shareholders of rccor(] on December I , 2004. We currently expccIIO 
continuc 10 (]islribule a qllilrh:rly (."ash di vidend until the CXl'es~ cllsh is fully ulili7.ed. Ilowc\'cr, the amountnn(] liming for future (]ividl'nds is subject fa the 
approval of our ROllrd of Dirl'clors. In addition. if the e.,<cess cash is full y pai(] OUI to shareholdcrs. an)' fUr1her dividends Illay bc limill.!d by the C(l\'collnts in the 
indenhln:s for thl: Sl'niur Not..:s and, consequently. lurlher dividends mal' not be possible as 101lt; as Ihe Senior Not..:s or olher debt instrulllents wilh similar 
cov..:mlllts remain outstanding. 

We cxpect our capital expenditures to be lIpproxinliltdy S I billion timing 2004. of which opproximoteiy S650 million hus been incum'o through September )0, 
2004. Our cxpcmlilUrcs will t\)l"lIS on enhancements to the efi1cicncy, functionality and reliability of our network operations. improvement!> in customcr service 
and Ihe development of additional \'uille added services. Included in our I:upital cxpcnditures will be investments in multi · protocol label s",itdling ("MPLS'") to 
support the convergen",: of our dnta and voice networks as well us invl.!stmcnts in network seCilrity produl'ts und adv'lI1ccd applications featllres. 

In 2004. our debt sen'ice obligations primarily consist of interest paymellts 011 the $5.7 bi llion principal amount of Senior Notes that were issued upon our 
emergence from bankruptcy. Interest on the Senior Notes is payable semi '- ullnllully on May I and November I , beginning November 1,1004 , with interest 
accruing contl'Uetually from April 20, 2004. On November I , ]004, we made the first interest ]luymcllt of approximately S]OO million on the Sellior Notes. The 
Senior Noles Wllsist of three separate isslles with maturities of three, five and ten ycurs. The current weighted average interest TlIle on the Senior Notes is 6.73%, 
resulting in unnual interest paymcnts of approximately S3HO million. 

The interest rMes on the Senior Notes arc subject 10 adjustment depending upon the ratings assigned to the Senior Notes by Mt1ody's Investor Service, Inc. 
("Moody's") ilnd Standard & Poor's Corporation ("S&P") as set forth in the indentllH .. 'S under which the Senior Notes wefe iss(led. We hAVe beenllleeting with 
the agendes Bnd currently expect rdtings to be assigned by the end of the year. 

The St'nior Notes an.:: subject to CO\'Clmnts that limit Ollr ability to make certain l'ash distributions based on our cumulative net illl'ome or loss since the Issue 
Date. The impaimll'nt chaflles recorded during thc third 4uar1cr uf2004 will nOI arrcl'l our abi lity ur uur wrrellt plans to continue to distribute e.'tees!' (;ash 
pursuant to S,-'Ction 5.07 of the Plan of Rl'orgillli7..1tion 10 our shareholders in th..: lo nn of a qUllrterly di\'idend until sUl'h eXl'l'SS cash is full y utili7.ed . The 
impairml'nt t'h"rgc:; may, howcver. restril1 our ability 10 make f\lrther cash dislributions to our !'hareholders under the Indentures. 

We believe that our principal SOllrl'e l)f funds will bl' I:ash generated from our operating <lctivities despite antieipatoo dedines in revenues, In <lddition, we expect 
to continue the pr<X'l'S!l of divesti ng non core inveslments an(] other u~seIS . 

We believe that our lIvailable cash, togclher with cmih gencmted from operating activities and lIssel sllles, will be more than suffkient 10 meet ollr liquidity 
rl'quiremcnts through at le:lst 2005. 

811nk Fud/ilic'.\' 

As an addililllwl source of li{luitiity during our bankmptcy, We cnll'rcd into a Senior Secured Debtor -in--Possession Credit Fadlity (the "DIP facility"). On the 
Emergence Dilte.there were no outstanding advances under the DIP fal:ility. We did have Icuers ofcredi! outstanding under the DIP rtfl:ility. WorldCom had 
undrawn ktters of credil that were issued under a S 1.6 billion crl·dit fat'i lity prior to our bankruptcy filing anti Digex had Icller~ (If ercdi tllnder a separate credit 
facility. 

Upon our emergence from bankmptcy. the DIP racility was terminated and approximately S I 00 million in I{,tlers of credit were rolled over to new letter of credit 
facilities entered into with JPMorgan Chase Bank, 
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Citibank, N.A. and Bank of America, N.A. (the "Leiter of Credit Facilities"). The Letter of Credit Facilities provide for the issuance of leiters of credit in an 
aggregate face amount of up to S 150 million (the ··Commitment"). In addition, we pay a facility fee under the Leiter of Credit Facilities equHlto .05% per annum 
of the amonnt of the Commitment (whether used or unused). If any fee or other amount payable under any Letter of Credit Facility is not paid when due, 
additional interest equal to 2% per annum plus the federal funds rate (determined in aeeordance with such Letter of Credit Facility) will be incurred on the 
overdue amount. The Letter of Credit Facilities mature in April 2005. As of September 30, 2004. under the Letter of Credit Facilities, we had S 124 million in 
leiters of credit outstanding, S 12 million in availability, and S 14 million reserved for issuance. During the nine 'month period ended September 30 . .::!004, we 
pledged S 141 million in cash as collateral for our outstanding letters of credit of which $ 137 million of the cash has been classified as restricted cash in other 
current assets and $4 million hns been classified ns other long ·term assets in the condensed consolidated balance sheet. 

On October 12, 2004, the Commitment under the Leiter of Credit Facilities was increased from $ 150 million to $300 million. None of the :ldditional amount has 
been used as of the date of this filing. 

We plan to arrange a revolving credit facility of between $500 million and $750 million to support our letter of credit requirements and as an additional source of 
liquidity. As a resuit, the revolving credit facility would replnce the Leiter of Credit Facilities. 

H;.\·Wr;cal Ca.\·I, Flow.\· 

For the nine-month periods ended September 30,2004 and 2003, our consolidated cash flows were as follows (in millions): 

Succc~~or 

Company 

Predecessor 

Compan~' 

.\ille-:\Ionlh 
Period Ended S('ptemhcr 30. 

Cnsh Provided By (Used In): 
Operating activities 
Investing activities 
Financing activities 
Net cash flows from discontinued operations 

Net (decrease) increase in l'ash and cash equivalents 

53 

2004 

5424 
(34) 

(365) 
(615) 

5(590) -

2003 

S 2.6H3 
(132) 
129 

(91 

$ 2,671 
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.\'1'1 C(I.{h FIIlII'S Prodded hy Opt'l"CIrilfg Ik/i"i'i('.~ 

Fur the nine ' month periods ended September 30, 2004 and 2003, nell'ash provided hy operating aclivilies \\',1S S424 million and approximately S2 .7 bi ll iun. 
rcspedivdy and was comprised orlhe lol lowing (in millions): 

Net (loss) income 
Adjustmenls to reconcile nct (loss) income to nel cash provided by opcrluing flctivilics: 
Depreciation and amortization 
Charges related 10 impairment of property, plant and equipment and intangible asscts 
CUIllUlfllivc CtTCl't of a change in accounling principle 
Minority interests. net of tax 
Nci reali7.cd gain on salt: of investments 
Bad debl provision 
loss on sale of property, plant and equipment 
Gain on s.,1e of assets held for slIk 
Deferred tax provision 
Non - cash reorganiz'ltion charges 
Amorli7;ttion of debt di scount 
Siock truscd compensation expense 
l oss (income) from equity investments 
Other 
Changes in assets and liabilities: 
Accounts receivab le 
Other l;urrenlllsscts 
Non current aSsets 
Accounls pnynblc nnd accrued access costs 
Other l;urrcnt liabilities 
Othcr liabilities 

Nel cash provided by operating activities 

54 

Su('('nsor t' r«f«nsor 

{'omplln,' (~l)mp \In,· 

:'\iue-.\lunth Period 

End{'d S~plemb~r .10, 

2004 200.1 

S(l .X57) S 5 

1.5X3 ).720 
3,513 

215 
(6) 

(5) 
514 679 

14 
(9) 

(98) 3 
3 12 

114 
13 
25 (X) 

(60) lSI 

300 (206) 
92 (42) 
38 237 

(7K7) (353 ) 
(99) ) (54) 

29 ()4) 

S 424 S 2.6X3 -
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Further, the following table identifies significant net (,:hanges in our working capital during the nine month periods ended September 30, 2004 and 2003 (in 
millions): 

Cash Providcd By (Uscd In): 
Accounts receivablc 
Decrease in gross accounts rcceivable 
Decrease in allowance for doubtful accollnts, excluding effcct of bad debt provision 

Decrease (incrcase) in accounts reeeivablc 

Othcr current asscts 
Decrease (increase) in non-trade receivablcs 
Increase in prepaid cxpenses 
Other decreascs 

Decrease (increasc) in othcr current assets 

Decrease in non currcnt assets 

Total dccrease (increase) in assets 

Accounts payable and accrued access costs 
Decrease in accounts payable 
Inercase (dl'crease) in accrued access costs 
Other increases 

Decrease in accounts payuble and accrued access costs 

Other currcnt liabilitics 
Payment of SEC penalty 
Decrease in advance billings and deferreo rl'venue 
(Decrease) increase in income taxes payable 
Other (decreases) increascs 

Decrease in other current liabilitics 

Increase (occreasc) in other liabilities 

Total dccrease in liabilities 

SUCCl'ssor 

Compun~' 

Prl'dl'el'5~Ur 

Compan~ 

:\inl'-:'Ilonth "l'riod 

Ended Sl'plemher 30. 

2004 2003 

5 809 S 559 
(509) (765) 

300 (206) 

103 (381 
(IS) (57) 

7 53 

92 (42) 

3H 237 

$ 430 S (II) -
S (866) S (162) 

79 (201) 
10 

(787) (353) 

(500) 
(200) (67) 

(79) 7 
(212) 6 

(991 ) (54) 

29 (141 

5(1,749) S (421 ) 

For the nine- month period endcd September 30, 2004. wc gcneratcd 5424 million in cash from operations. We had a nct loss of 53,9 billion which included 
non-cash charges totaling approximately 55.6 billion compriscd primarily of deprcciation ano mnortilation of5 1.6 billion. impairment charges of approximall'ly 
53,5 billion, and bad dcbt provision of S514 million, The differcnce between our nct loss and our non - cash charges was approximately 51.7 billion which was 
partially offset by a reduction of approximately 51.3 billion related to deereascs in our assets and reductions in our liabilities. 

Our liabilities dccreased primarily duc to the payments of approximately 51.1 billion of creditor scttlements associated with our cmergence. While thc Plan 
estimated distributions of approximatc!y 52.6 billion in cash, we have estimateo that cash payments subsequcnt to Emergence will now approximate 52.0 billion. 
Therefore, wc have cstimated thc remaining balancc due to creditors to be S900 million. Additionally. our accounts payable and 
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other c.:urrcntlinhilily balan(es dl."(n.:m.t·d by approximately $700 million from the paYlIlcnt of profcssioll.t1 fees lmd ULh.: 10 lower 3"nmls for salary and bendit 
(osts as 1I result ufollr hcadt'mmt rcdu(tions durillg 2004. 

Our accounts receivable dccrcased 5300 million during Ihc nine Illonth period ended September 30. 2004 primarily du\.! to om collection efforts, reduced billings 
and the collet.:\ion 01'$253 million for the settlement of disputes related to fees earned from third party companies fllr COllis that terminllted on our network. 

During the nine'month period ended September 30. 2003. we generated approximately S2.7 billion from operatiolls . The generation of cash from operations was 
primarily the result {If our nct income of S5 million which indlldcd nOll 'cash charges for depreciation and amorti7,alion of approximately S 1.7 billion und S215 
million for the cumulative clTel:f of a change in ac.:c.:oll nting prim'irk Cash flows from operations during this pcriod also benefited from our Cosi containment and 
restruc(urin!,' initiatives that rcsultcd in expense sllVings. 

For the nine · month period ended September 30, 2004, net cash used by investing activities was S34 million. Capital c:'lipenditures for transmission and 
communications equipment, software de\'elopment. and desktop computers were S6$0 million, Investing activities also induded receipts aI'S 144 million for the 
sale of network equipment, licenses and leases u(ilil-cd for the provision of wireless telecommunications services via Multichannel Multipoint Distribution 
Services. $37 million for the sa le of Douglas Lake. S9 million from the sale of investments. and $400 million reccived from om sale of Embmh,'l . In the 
nin\.! · month period ended September 30. 2003. capital ex pendirurcs of$379 million were the primary usc of cash lind were partially offset by S247 million in 
proreeds from the sale ofpropL!rty, plant and equipment, resulting in net cash used of S 132 million. 

for the nine-month period cnd('d September 30. 2004. net Cilsh used by financing activities was S36$ million ,md (.'onsistcd primarily aI'S 127 milliun for 
dividend payments, S 141 million in cash collateral for the Lett('r of Credit Fuciliti('s and S38 million for repaymL!nts of capital leases. For the ninc' month period 
ended September 30. 2003, net cash provided by financing n(tivities was $ 129 million. 

NI.!l Change il/ ('(/.\·/i.fi'11II1 Di,\"'olllill//ed Operafiolls 

N\.!t chnnge in cash from discontinucd operations in thc ninc" month period endeu Septemher 30.2004 was S615 million find was primarily attributable to 
Embratel. which had a balance o1'S595 million a!. of December 31. 2003 that was removed from our consolidateu balunt'e sheet upon the consummation of the 
sale in July 2004. 

I\'cw Accounting Standards 

In December 2003. the Finant'i<ll Accounting Standarus Boaru ("r ASS") issued SF AS No. 132 (revised 2003), "Cmplo.l'f!r,{' DiR'/OSUl"c.\· abolll Pell.l'ioJ/.{ (ll1d 
Olll,-!' P(J.\·/l"elil"('meJll8(·I/(~/il.l''' {"SF AS No, 132 (R)"). SFAS No. 132 (R) revises the annua l and interim uisclO1i\lre relluirelllents about pension and oth('r 
postretirement benefits, This revision requires disclosures additional to those induded in the original SF AS No. 132 about assets, obligatiom, l:C\sh flows and net 
pl:riodic benefit cost of detil1cd benefit pension plans and other defined benefit postretirement plans. The required information is provided separately for pension 
plans and for other postretirement benefit plans. We mJoptcd the provisions of SF AS No. 132 (R) as of December 31, 2003 without any impal:t on our 
l'Onsolidated rcsults of operations. linancial position and eush flows. 

In December 2003 , the F ASS issul."d rASB Interpretation No. 46 (R('vis\..'{i December 2003). "Co/l.wlit!a/im/ ol V(//'iflh/e Imere.I·1 [;111;lie.I· " ("'FIN 46R"). This 
standard n·plat·cs FIN 46, ··CollSu/ido/hm o/Tariah/(' I,,/{'I'('.\'I Emilie'S . .. that WlIS i:.;sued ill Junuary 2003 10 lltitircss t'ertaill s ilualions in whidl a company should 
illdutic in its financial slatcments .he ;Issets. liabilitics and ll .. 'tiv jtics of anOlhL!r 1!1llity. We atiopted the provisions of FI N 46R lIS of Det:ember 3 1, 2003 without 
any impuci on our consolidated r('sul!s of opcnllions, financial posi tion and cash flows, 
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QVANTITATIVE AND QUALITATII'E DISCLOSURES ABOUT.IIARKET RISK 

Inl('rfst Ralf Risk 

As of Dcccmbcr 31, 2003, we had S77 million in lellers of credit out standing undcr the DIP Facilit)'. On the Emergelll'C Datc, thc DIP FafililY was tcnninmcd. 

Prior to thc Emcrgcnl'c DlIIC. all uflhc outstanding debt and prcfcrroo s(.'l'urilic.~ of the- Debtors were subject to compromise.' under our Plan and, consequently, we 
do not bC'lil've- that lhe~ instrumcOls subjected us lu market or inll'rest rail' risk. On the Emergence Date, all of the debt ami preferred securi liL's of the Debtors 
werc cann:llctl. 

On thl' Emergcm'c Dute. we i~sued S5.7 billion of fixed rate Senior NOlCs. While changes in market interest rates afTect the fair value of thi s debt, there is no 
irnpactto carning~ or cash flows unless we redecm thc Senior Noles before their maturity dates and we will do so only ifmilrket conditions, our financial 
structurc or other conditions make sllch redemptions appropriate. The interest ratcs on the Senior Notes arc subject to reset after we haw applied for and received 
ralings for the Senit'r Notcs from Moody's and S&P. The adjustment could result in a change in interest rates on the Senior Notes ranl;ing from (a) a decrease of 
3.0% if the Senior Notes ure rated Baa3 or higher by Moody's and BBR· .. or higher by S&P's to (b) an increase ofJ.O% if the Senior Notcs arc ratcd lower than 
B3 by Moody's <lnulowcr than B . by 5&P's. If the Senior Noks arc nlled between the Icvcls indicated, the interest mtes on the Seni or Notes will change to a 
lesser degree. 

Foreign f.xehalli-:c Risk 

Trans'Ktion gai ns and losses ilrisc from exchange rate fluctuations on transllctiom denominated in a currency other than'lIl entity's functional wrrency. The 
<Lccompallying eondcnsed consolidatcd statements of operation$. include us a cOllllXUlent of miscellaneous income (expense) net I(Jreign currenc y translation gains 
of $17 milli\1n fi nd S24 million for the three and nine --month periods ended September 30. 2004. rcspL'Ctivcly. eompured 10 income of S69 million and II loss of 
$42 million. respect ivc ly. to r the S:LllIC prior year periods. Bccause dit'fcring portions of our revenues ;lIld l'Osts arc dcnominatcd in foreign currency. mUVemenb 
could impact our margins by, tor e)(umple, inncasing our foreign re"cnuc~ whcn the dollar weakens and not I.:orrcspondingJy inl'Tcasing our exp..:nses. 

We do not currently hedgc our currency exposure. In the future, we muy cnl,;age in hedginG transactions to mitigate foreign e)(chungc risk. 

Markel Risk for Investment Securities 

Invcstmcnt sCl'uritil's consist of shares in triple- A rated short · tcrm mOllc)' mark et funds that typically invest in U.S. Treasury, U.S. government agency and 
highly ratcd eorpurat~ s,,:~·urities. Since th~sc funds arc managed in a manner dcsigned to maintain a S 1.00 per share mark et vuluc. wc do not cxpect any material 
changes in m:lrket values as a result of an increase or decrease in intcre.~t rates. 

1Tf.!\t 4. CO;\'TROI.S AND PROCEDURES 

We have ev,lhmtcd the dlceti\'eness oflhe design of the Company's dis..:iOSlLrc controls and procedures pursuant 10 Rule l3a'- 1 5 under thc Sccurities Exchange 
Act of 1934. ;LS amendcd (the "Exchangc Act"). This cvaluation has all owed us to make certain conclusions regarding the statc of th..: Company's disclosure 
controls and prOl.:cdlH'cs as of September 30, 2004. 

As part of our ~'ompliunce cfforb for Scl'tion 404 of The Sarbanes Oxley Act o f 2002, significant efforts havc been made to establ ish a franlcwork to materially 
improvl' our ill1crmLI conlrols. We ha ve committed considerable rCSOUf(:CS to datc to rctk'sign, document and test the key intcrnal fin;lnc ial controls of the 
Company. 
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Addi tional dTmls will Ix.' nl'('\!S)i3 ry to remediate <llld retest certain deficiencies in OUI conlrol environment and to becomc sl'lf sufficicm inlhis area, Whik our 
internal finllncial controls arc impro\'ing. such impron'lIlents were nol full y implemented ;lful hau nol been fu lly {csled as of September 30. 2004 . 1\1> a result. the 
Company concluded that the eftCctiveness of its inlernu l controls during thi1> period was not sufliciently adeqllatl.: w rely sulely upon them for it:. lin,Ulcial 
reponing. Instead. the Company relied on compensating controls lind procedures, Managemcnt has no reason to believe that the consolidated financial statements 
included in Ihis report arc not Ibirly slaled in all materinl respects, 

The effectiveness of any sy:-. I~·m of disclosure control s and procedures, including our own, is subject lu certain limitutions. including the exen:isc of judgment in 
designing, implementing and evaluating the controls and prol' cdures nnd the inability 10 climinah: 1l1isconourl completely. 

Ex(.'cpl lur the efTofis taken and continually underway as ucs(.·ribcu abo\'e, lhere were no signilil'ant ehml£es in our intental controls over linandal reporting or 
othcr factors that have Ill<lterially <tfTccled or are reasonably likcly to nmh:rilll'y " Oc(.,t thesc inlemlll controls o\'er linancial reporting a!> of the I.:nd ofthc period 
covered by this report, 
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PART II 

OTHER Il\FORMATIOl\ 

ITEM I. LEGAL PROCEEDJ ... VGS 

ERISA Liligalioll. As disclosed in our Annual Report on Form 10K for the year ended December 31. 2003 (the "2003 10 · K"), the Company has pending a suit 
filed by one current and onc former employce in federal court in California against the Predeccssor Company and two of its former executive officers on behalf 
of a putative class of participants in the WorldCom 401 (k) plan and its predecessor plans, claiming that dcfendants breached their fiduciary duties under the 
Employee Retirement Income Sccurity Act ("ERISA") with respect to the administration of the plans by, among other things, misrepresenting the Predecessor 
Company's financial results and by allowing plan participants to continue to invest in the Predecessor Company's stock as one of their plan options. The 
following change with respect to this matter has occllrred since the filing of the 2003 10K. 

On July 6, 2004, plaintiffs filed a Motion fur Order Preliminarily Approving Settlement. Certifying a Class, and Setting a Fairness llearing (thc "Motion"). 
Attached to thc Motion was a fully executed Settlement Agreement between the plaintiffs and the Compilny, the Company's fiduciary liability insunlllcc carriers, 
and all of the individual defendants, with the exception of Scott Sullivan and Merrill Lynch Trust Company, r.S.B. (the "Settlement AgreemenC·). 

Thc Settlement Agrecment provides for the creation of a Settlement Fund consisting of the following: (I) approximately S47 million in cash, and (2) another 
potential amount between 5450,000 and 54 million in a promissory note from former WorldCom, Inc. Chief Executive Onker. Mr. Ebbers. The cash will be put 
into the fund by the Company. Mr. Ebbers, and the Company's fidudary liability insurance carriers, both primary and excess. Our contribution to thc settlement 
fund was approximately 523 million which was paid in September 2004. 

The Scttlement Agreement was approved by the Bankruptcy Court and an independent fiduciary for the 401 (k) Plan. On October 15, 2004, Judge Cote approved 
the settlement. 

S(ale Tax. As disclosed in thc 2003 !O K, in conjunction with the Predecessor Company's bankruptcy claims resolution proceeding, certain states have filed 
claims concerning the Predecessor Company's state income tax filings and its approach to related· party charges. The following change with rcspeet to this 
matter has occurred since the filing orthe 2003 10- ·K. 

On Junc 30. 2004, the bankruptcy court denicd the motion filed on March 17, 2004 by the Commonwealth of Massachusetts on behalf of itself and thirteen other 
states to disqualify KPMG LLP ('"KPMG") from serving as the Company's accountant, auditor and tax advisor on the grounds that KPMG is not disinterested as 
required by Section 327(a) of the Bankruptcy Codc. The stales have appealed the order denying the Illation. We arc in disclIssions with the appropriatc state 
taxing officials on these and other similar issues related to state income taxes owed by the Company and its subsidiaries. 

Tl'iC'lIl1ial Rel'iell" Orc/(!/'. As disclosed in the 2003 10- K, on March 2, 2004, the u.S. Court of Appeals for the D.C'. Circuit (the "D.C. Circuit") issued a decision 
which vacates and remands many key portions of the rcC's Triennial Review Order that had established new federal rules governing local telephony 
competition. In particular, pursuant to challenges by the incumbent local exchange carriers ("ILECs"), the D.C. Circuit vacatcd the unbundling of local 
switching, which is a criticall'Omponent of the unbundled network clement platform ("UNE P") llsed to serve residential and small business customers. The 
D.C'. Circuit's decision also aflirmcd the portions of the reC's Ordcr that had not required the ILECs to lease unbundled clements for the provision of broadband 
services. The following change with respect to this matter has occurred since the filing of the 2003 10K. 

Although several petitions were filed at the Supreme Court seeking reyiew of the D.C. Circuit's decision, the Solicitor General and the FCC declined to seck 
such review. On October 12, 2004, the Supreme Court denied 
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the petitions. On remlmd from the D.C. Circuit. the fCC has (ommcllced mlcl1lukinll procecdings with the gool of Oldopling new unbundling mks by Oc(cmocr 
20()4 or carly 2U05. Unlil thosc ncw rules arc in effect. Ihe fCC hilS adopted inlcrim unbundling rules (effc(:li\'c September 13. 20(4) to maintain certain ItEC 
lHlbundling obligations under intcrt'onnection agreements as the)' existed prior 10 the D.C Circui t's mnndnte. ILEes arc challenging the interim rules in the D.C. 
Circuit as a violation of the D.C. Cin: uit 's decision and otherwise unlnwful. though 11 ruling on their challenges is nol expected in 2004. 

Except us set forth above. then! were no material changes in our lcg<ll proceedings as (omp,lTed to those reported in the Company's Annual Report on Form 
10 K for the year ended Dct' ("mbcr 3 1.2003 as filed with the SEC on April 29, 2004. 

ITEM 2. (lNREGISTERED SALES OF EQ{:/TJ' SECURITIES AND USE OF PROCEEDS 

On July 14.2004 Ihe Company began trading its stock on The NASDAQ Stock Market. MCI stock tmdes on The NASDAQ NlIlional Market under Ihe new 
symbol "MClP". 

ITEM 3. DEFAUI.TS UPON SENIOR SECURITIES 

None. 

ITF.M 4. SUBMISSIO.'· OF MATTERS TO A VOTE OF SECURITY HOJ.DERS 

No mailers werc submitted to II vole of security holders during the three-month period ended September 30, 2004. uther than matters voted on by holders oflhe 
Company's debt sewritic); in the urdinary course of its bUllkruptcy proceedings. 

ITEM 5. OTHER ll'llFOHMATION 

None. 

ITEM 6. EXHIBITS 

(a) Exhibits 

t :.!i hibil 

;\"0. 

3 1.1 

31.:2 

n~'S(ripti(ln 

Certilication of Michael D. Capellas purSllilnl to Rules 13a-14(1l) I1l1d 15d 14(a) under the [xchang..: Act. 

Certification of Rohert T. Blakely pursuant 10 Rules 13a 14(a) and 15(\- 14(11) under thc Exchange Act. 

Ccrtiticlltion of Principal Exc(utivc Officer :md Principal Financial Ollicer ofthc registrant pursuant 10 1 H U.S.C. Seclion 1350 as ndoph: .. -d 
pursuant to $(.'Ction 906 urthe Sarbancs 'Oxlcy Act of 2002 . 
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Pursuant to the r~q.irelll~nh of the Securitil'S F.:u'ha_g(" A('_1 or 1934, the! registrant has d.lr caused this report on furm IO- Q to he signed un its behalf 
b)" tht' und~rsign~d , thereunto duly authorized to sign. 

MCI,I :\"(". 

By, lsI ){Olll'ltl T. 131./1"'" Y 

Roher. T, ijl:\kcl~· 

Eu.·culin' Vlee l're ~idtn'lInd Chief Finandal Orncrr 

lSi E~.(" R, SU:ss Ut 

t:ric R. Siuner • 
Senior "icc I'resldellt pud Controller 

Dated: November 4, 2004 
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EXHIBIT II\DEX 

Exhihil 

:\0. Dcscriplion 

31.1 Certification of Michael D. Capcllas pursuant to Rules 13a ··14(a) and 15d· ·14(a) under the Exchange Act. 

31.2 Certification of Robert T. Blakely pursuant to Rules 13a-14(a) and 15d- 14(n) under the Exchange Act. 

32 Certification of Principal Executive Officer and Principnl rinnncial Officer orlhe registrant pursuant 10 I H U.S.C. Seclion 1350 as adopted 
pursuant to Section 906 oflhe Sarbancs···Oxley Act of2002. 
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EXHIBIT 31.1 

CERTIFICATlO~ OF CHIEF EXECt;TlVE OFFICER 

I. Michael D. Capellas, certify that: 

1. I have reviewed this Quarterly Report on Form 1 O--Q of Mel. Inc. ; 

2. Based on my knowledge, this report docs not contain any untrue statement of a material fact or omit to slale 11 material fact necessary 10 make the 
statements made, in light of the circumstances under whit;h such statements were made. not misJcading with respect to the period covered by this repurt; 

3. Based on my knowledge, the financial statements. and other financial information included in this report, fairly present in all material respects the financial 
condition, results of opera lions and cash flows oflhe registrant as of, and fur, thc periods presented in Ihis report; 

4. The registrant's other certifying officer and I arc responsible for establishing and maintaining disclosure controls and procedures (as detincd in Exchange 
Act Rules 13a " 15(e) and 15d-15(e)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused slIch disclosure controls and procedures to be designed under our supervision. to ensure 
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 

(b) reserved 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness 
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most fecent fiscal 
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected. or is reasonably likely to materially affe-c!. 
the registrant's internal control over financial reporting; and 

5. The registrant's other certifying officer and J have disclosed. based on our most recent evaluation of internalt'ontrol over financial reporting, to the 
registrant's auditors and the audit committee of the registrant's board of difectors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 
likely to adversely affect the registrant's ability to record, process. summarize and report financial information; and 

(b) Any fraud, whether or not material. that involves management or other employees who have a signifkant role in the registrant's internal control over 
financial reporting. 

Date: November 4, 2004 

lsi Michael D. Capellas 

Michael D. Capellas 
ChiefExeeutive Officer 



EXHIBIT 31.2 

CERTIFICATIO~ OF CHIEF FI~AI\CIAL OFFICER 

L Robert T. Blakely, certify that: 

I. I have reviewed this Quarterly Report on Form 1 O--Q urMC!, Inc.; 

2. Based on my knowledge, this report docs not contain any untrue statement of a material fact or omit to state a material fact necessary 10 make the 
statements made. in light orthe circumstances under which such statements were made, nOlmislcading with respect to the period covered by Ihis report; 

3. Based on my knowledge. the tinancial statements. and other financial infurnultion included in Ihis report. t~lirly present in all material respects the financial 
condition. results of operations and cash 110ws urlhe registrant as of. and for. the periods presented in this report; 

4. The rcgistmnt's other certifying officer and I arc responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange 
Act Rules 13a --15(e) and 15d-- 15(e)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or l'aused such disclosure controls and procedures to be designed under our supervision, to ensure 
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the periOlI in which this report is being prepared; 

(b) reserved 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness 
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal 
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, 
the registrant's internal control over financial reporting: and 

5. The registrant's other certifying officer and I have disclosed, based all our most recent evaluation of internal control over financial reporting, to the 
registrant's auditors and the audit committee oflhe registrant's board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which arc reasonably 
likely to adversely affect the registrant's ability to record, process, summarize and report financial infonnation; and 

(b) Any fraud, whether or not material, that involves management or other employees who haw a signilieant role in the registrant's internal control over 
financial reporting. 

Date: November 4, 2004 

lSi Robert T. Blakely 

Robert T. Blakely 
ChiefFinaneialOfficer 



CERTIFICATIOI\ PLRSCAl\T TO 
18 LS.C. SECTI01\ 1350, 

AS ADOPTED PCRSLAl\T TO SEeTIOl\ 906 OF THE SARBAl\ES-OXLEY ACT OF 2002 

EXHIBIT 32 

Each of the undersigned hereby certifies. for the purposes of section 1350 of chapter 63 oftit1c 1 g of the United States Code. as adopted pursuant to Section 906 
urlhe Sarbancs · Oxlcy Act 01'2002, in his capacity as an ofliccr ofMCL Inc . (Ihe "Company"), that, 10 his knowledge, the Quarterly Report on Form 10 Q of 
the Comp:my for the period ended September 30. 2004 fully complies with the requirements of Section \3(a) of the Securities Exchange Act of \934 and thaI the 
information contained in such report fairly presents, in all material rcspcds. the financial condition lind results of operations uflhe Company. 

Dale: November 4. 2004 

Is! Michael D. Capell as 

Michael D. Capellas 
Chief Exctutivc Officer 

Is! Robert T. Blakely 

Robert T. Blakely 
Chief Financial Officer 
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